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THE BANKER 


A Banker’s Diary 












Mid-September—Mid-October 


WHILE money remains abundant, conditions have become 
distinctly firmer since the end of September. During the 
third week of October most of the clearing 

The Money j,,nks had to call on their making-up days 
Market - ee ee Se er ony 
for the first time for many months, and 
there has always been a good afternoon demand for 
money. Discount rates have become firmer. The average 
tender rate for Treasury bills rose during the four weeks 
ended October 18 from 10s. 6-+58d. to 12s. 10-81d. per 
cent., while the market rate for hot Treasuries has risen 
from } to # per cent. The clearing banks continue to 
buy Treasury bills at } per cent., but up to the middle of 
October were not taking January bills. It is natural for 
January bills to comm< ind a higher rate of discount than 
those maturing in December, for the earlier bills are a 
much more useful maturity. Still this does not explain 
the firmer tendency of money rates. Here there are two 
explanations, both of which are discussed in greater 
detail in subsequent notes. The first is the expansion 
in tender issues of Treasury bills, and the second is the 
disappearance of the previous excess of clearing bank 
cash. A third explanation, which may be more temporary, 
is that during recent weeks public deposits at the Bank of 
England have been unusually high, and this has helped 
to reduce market resources. Meanwhile the Treasury 
has recognised the change in market conditions by 
reducing the maximum offerings of Treasury bills from 
£45 to {40 millions a week. 


THERE are signs that the increase in the floating debt, 

commented upon in the following note, is beginning to 

absorb the clearing banks’ surplus funds. 

September Coincident with the August ny sae 
Clearing expansion of about £5 millions a week 1 

Pm the tender issue of Treasury bills, the 

discounts of the ten clearing banks rose 

from {286-9 to £299-3 millions. To some extent this was 
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offset by an increase in deposits from £2,013: 2 to £2,023°5 
millions, the latter figure being a new high record, and 
this represents an expansion of credit for the purpose of 
financing current Government needs. This expansion is 
not likely to last after the New Year, for the big seasonal 
influx of revenue will then begin. The new Treasury bills, 
however, have also absorbed surplus bank cash, for the 
total cash held by the clearing banks has fallen from 
{213°3 to £207-9 millions, and their aggregate cash 
ratio has been reduced from 10-6 to 10-2 per cent. 
Lloyds Bank, which in August had a cash ratio of 12-0 
per cent., has now reduced it to 10-7 per cent. The 
remaining clearing bank’s assets show but little change. 
Money is still very easy, but the disappearance of this 
excess cash may help to explain the slightly harder 
tendency of discount rates. 


DurRtNG the first half of the current financial year, from 
March 31 to September 30, there has been a marked 








The change in both the size and composition 
Floating of the floating debt. These changes are set 
Debt out in the following table : 
Inter- 
Mar. 31, Sept. 30, vening 
1935 1935 Change. 
Treasury bills— £ mill. £ mill. £ mill. 
(a) Tender issues cae ipa ine 360-4 540°0 + 179°6 
(6) ‘Tap’ issues... sii si 438-9 306-6 — 72°3 
Ways and Means Advances— 
(a) From Public Dept. ve sista 34°1 7°5 — 26°6 
(6) From Bank of England ... ve nil nil nil 
Total sie -_ “ 833°4 g14-1 + 80-7 


The net increase of {80-7 millions in the floating 
debt arises mainly from the budget deficit of £59 millions 
recorded up to September 30. This deficit is seasonal, as 
the past half-year is always the leanest from the revenue 
point of view. The remaining increase of {21-7 millions 
is due to capital operations, including last April’s redemp- 
tion of Treasury bonds. Tender issues of Treasury bills 
have increased by £179-6 millions, and only half of this 
expansion is accounted for by the increase in the floating 

H 
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debt. The other half is due to the Exchange Equalisation 
Account’s heavy purchases of gold, which persisted up 
to the end of August, for as the Account buys gold it 
runs down its holdings of Treasury bills. This appears 
in the reduction of £72-3 millions in tap issues of Treasury 
bills and possibly in the contraction of £26-6 millions in 
Ways and Means Advances. Nor have the Exchange 
Account’s recent sales of gold had as yet much apparent 
effect upon the composition of the floating debt. The 
result is that the banks and the money market are now 
using more of their resources in financing the budget 
deficit and the Government’s acquisition of gold, through 
the Exchange Equalisation Account, and this is beginning 
to affect the state of the money market and the level of 
discount rates. 


THE demand for dollars against sterling and the gold bloc 
currencies has persisted during the whole of the month 
The under review, and there is no doubt that 
Foreign fears of war, whatever their justification, 
Exchanges have stimulated a substantial movement of 
capital from Europe to the United States. Early in 
October sterling fell to $4-883 and Frs. 74}, and though 
it later recovered to $4-92 and Frs. 743, the rally was 
only due to official American silver purchases and to 
frequent intervention on a large scale by the British 
control. The magnitude of the Exchange Equalisation 
Account’s operations is a pure matter of guesswork, but 
at one time it was estimated to be selling francs at the 
rate of Frs. 250 millions (or £3,400,000) a day. In the 
middle of October there were also heavy gold purchases 
in London, and it was thought in some quarters that these 
represented Control operations. At the end of September 
the Dutch guilder developed renewed weakness, accom- 
panied by a heavy outflow of gold, but a few weeks later 
the situation became more comfortable, and the Nether- 
lands Bank reduced its rediscount rate from 6to 43 per 
cent. In the middle of October the outlook for sterling 
appeared to be dependent entirely upon international 
political developments, but it must be emphasised that 
the recent weakness of the pound has been due almost 
entirely to movements of capital, accentuated by the 
normal seasonal demand for dollars. In these circum- 
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stances any change of sentiment might occasion a sharp 
rally in the pound. 


MEANWHILE the outflow of gold from Europe to the 
United States has already attained huge dimensions. 
: Total shipments or engagements for ship- 
_ The ment between September g and October 12 
colt oe. were estimated at $351 millions, of which, 
$173 millions came from France, $go mil- 
lions from England, and $55 millions from Holland. 
Bullion exports from England to the United States 
declared during the six weeks ended October 17 were 
returned at {27-2 millions, equal at $4-90 to the pound 
to $133 millions. This is a rather larger figure than the 
American return, the difference being largely due to 
discrepancies in dates. It is noticeable that while $173 
millions, or about Frs. 2,600 millions, of gold have been 
engaged for shipment from France, the Banque de 
France has on balance gained a small amount of gold. 
The explanation is that while the Banque de France has 
been losing gold to the United States, it has also been 
gaining it from Italy, Holland, and from the British 
Exchange Equalisation Account. France is, in fact, a 
gathering-ground for gold from all parts of Europe, prior 
to its shipment to the United States. The Netherlands 
Bank’s gold losses between September 9 and October 7 
were Fl. 44 millions, or about $30 millions. Here again 
there is a discrepancy with American imports direct from 
Holland, and this discrepancy suggests that gold has 
been exported out of private hoards. 


THE first series of financial sanctions, prohibiting the 
flotation of Italian loans or the opening of banking or 


other credits upon behalf of Italian nationals, 
left the City largely unmoved. The fact 
was that most British banks had decided 
some time ago not to open fresh Italian 
credits and to close down existing credit lines as quickly 
as they could. They had done this simply because for 
the moment Italy was not considered a safe risk, while 
difficulties had already been experienced in receiving 
remittances to cover the maturity of bills accepted under 
outstanding credits. It must be remembered that a 
credit line cannot usually be shut down immediately 


H 2 


The 
City and 
Sanctions 
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without a breach of its conditions or without inflicting 
loss upon innocent third parties (often domiciled in other 
countries) who are relying upon the credit to finance 
their own trade with Italy. Hence it will be some time 
before this particular sanction can finally take effect. 
No attempt has yet been made to prohibit remittances 
to or from Italy, or to prevent dealings in London in 
Italian-owned securities. The latter would be attended 
with some practical difficulties, especially in the case of 
bearer securities, and these difficulties would be increased 
by the fact that, as the United States is not a party to the 
sanctions, Wall Street will remain open. Nor is there any 
prohibition upon emigrants’ remittances to Italy, but 
here again the non-participation of the United States 
would render nugatory any such prohibition. The 
proposed embargo against exports from Italy will raise 
many interesting problems in the world’s foreign exchange 
markets. In addition to restricting the demand for lire, 
it will also affect the exchange clearing agreements 
between Italy and various members of the League, and 
it is a question whether these agreements will not have 
to be suspended. 


TOTAL imports increased between August and September 
by {1-7 millions. British exports, however, declined by 
fo-8 millions and re-exports by {0-4 mil- 
September lions. Raw material imports amounted to 
cer £15-3 millions compared with £16-0 millions 
in August, and £15-2 millions a year ago. 
Exports of British manufactured goods stood at {£26°7 
millions, against {27-2 millions in August, and {26:3 
millions in September, 1934. The returns are summarised 
below :— 
sept., Aug., Sept., 
1034-1935. 1935 


fmill. £ mill. £ mill. 
Imports ~— wae abs oe a. ae 590°1I 60:8 
Exports ene —_ ve: re jie ee 34°9 34°1 
Re-exports... ita vee me te 3° 4°2 3-8 
Total exports ty aa a ios 3F* 39°1 37°9 


For the first nine months of 1935 imports amounted 
to £539°5 millions, against {536-9 millions for the same 
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period of 1934. Raw material imports were valued at 
{150-8 millions, against {157-7 millions a year ago, the 
largest declines being in timber, cotton and wool. Manu- 
factured imports, however, show a substantial increase of 
{8-3 millions, which is mainly accounted for by imports 
of non-ferrous metals and manufactures, machinery and 
oils. British exports stood at £311-8 millions, against 
{289-0 millions a year ago. The general improvement in 
exports of manufactured goods continues, and these 
alone show an increase of {19-6 millions, compared with 
1934. Re-exports have increased from {39-7 millions 
for the first nine months of 1934 to {40-6 millions for 
this year to date. 












A Policy For Trade Expansion 


By a Correspondent 
‘Tv depression which has so severely reduced the 






volume and increased the difficulties of inter- 

national trade is also increasing the ingenuity of 
trading communities to overcome difficulties, and bringing 
a clearer realisation of the fundamental changes taking 
place in the world’s political and economic structure. 
Thus the underlying causes, and possible future trends 
and methods, are beginning to emerge. Early appre- 
ciation of these is important, if opportunities are not 
to be lost. 

The keynote at present is local development. De- 
veloped countries are increasingly determined to achieve a 
balanced economy; and less advanced countries are now 
building up their economic structure. Wise assistance 
and guidance will make them growing consumers of raw 
materials, and more specialised manufactures. This 
tendency towards internal equilibrium is not bad: the 
world’s potential wealth is great, and its balanced 
development can only be to the good. 

To achieve this, and profit from reconstructed markets, 
highly developed nations must be in touch with local 
trends. Wise and opportune assistance will be both 
immediately profitable and useful for the future. Outside 
assistance must avoid fostering uneconomic production, 
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while encouraging justifiable development : collaboration 
in development must, therefore, be linked as much as 
possible to contracts for the supply of more finished goods 
unavailable locally, thus perpetually keeping ahead of 
the market. 

World tendencies are not discouraging. Less developed 
countries by building up their structure are creating a 
demand for raw materials and credits. Recovery, there- 
fore, has begun in the raw material producing countries; 
and there has been a steady tendency to liquidate past 
obligations, so as to re-establish some credit-worthiness. 
But such recovery is easily arrested or reversed. The world 
is still mainly one of sellers. The duty of such highly 
developed countries as Great Britain, equipped with all 
resources and facilities, is to turn it into a world of buyers. 
The realisation, on both social and economic grounds, of 
this as a principle has recently been gathering force 
rapidly. The striking address of Sir John Orr on health 
and nutrition, with its relation to consumption of food- 
stuffs, the eloquent pleas of Empire Statesmen, and, 
finally, the remarkable opinions and resolutions at 
Geneva, on the same subject, clearly demonstrate that 
opinion and a theoretical background for a forward policy 
are ready. 

Unfortunately, measures against “ crisis ” situations— 
which are partially successful—in the long run, aggravate 
the crisis and complicate issues. ‘Bilateral ” Agree- 
ments on the equalisation of trade balance principle, 
though helping to recover old markets, often result in 
merely diverting and canalising trade, sometimes uneco- 
nomically. They, furthermore, hinder development financ- 
ing because a debtor country often cannot export much 
to the lender direct, and thus must rely on multilateral 
trade. ‘‘Clearings’’ effectively obstruct the normal 
economic tendency of goods, services, and money to seek 
a profitable outlet. Barter arbitrarily fixes the relative 
values of widely differing goods, rigidly canalises trade, 
preventing a country from taking opportunities of 
varying its needs, or choosing suitable markets, and 
introduces the unsound and dangerous principle of paying 
for capital development by an immediate transfer of 
goods, thus destroying the relation between investment 
and current activity. This tendency towards reciprocity 
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is, perhaps, due to an unimaginative application of the old 
Free Trade formula—‘‘ you must import if you want to 
export.”” This formula, misleading because incomplete, 
gave rise to the mistaken policy of ‘‘ free imports without 
free trade.’’ What is actually required is a flow of goods 
and services from a selling country to a purchasing 
country, and from the latter, a fan-wise spreading of goods 
and services throughout the world. Consequently it is 
as much the duty of a highly developed country, like 
Great Britain, with world contracts and interests, to 
ensure that the second mechanism is possible, as that the 
first is efficient. 

Participation in local activities, however, is not 
enough ; if trade is to expand, there must be development 
financing. In this connection, bilateral Agreements are 
valuable in affording an initial opportunity to enter the 
market. Great Britain has already concluded some Agree- 
ments and is negotiating others with precisely such semi- 
developed countries as are suitable as fields of activity. 
She, also, possesses the supreme advantage of owning 
simultaneously both means and experience. She can 
thus carry out every phase of such a development policy. 
But it must be realised that commercial privileges will be 
in return for services and on a long-term basis; lasting 
success will certainly not be achieved by merely trying 
to force British goods on an unwilling market. The 
old-type government and municipal loans are dead for 
the present, and muchmoney is lost. Financing, therefore, 
will probably be done by ad hoc loose consortia of industry 
and finance. This will mostly be on short or medium- 
term—a basis suitable for conditions to-day because it 
covers both capital construction and consumer’s demands, 
may be made partially self-liquidating, less risky and 
more flexible, and is not a permanent or “ political ”’ 
burden. 

Several countries, fairly well supplied with natural 
resources, which for political and social reasons are 
endeavouring to create a balanced national economy, 
require technical, commercial and financial help, un- 
available locally. The authorities appreciate that, in the 
present uncertainty, maximum liquidity and tangible 
advantages must be offered as inducements to foreigners. 
They therefore, aim at a close control of foreign trade, 
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do not go beyond medium-term finance or definite 
schemes, and are prepared to negotiate various concessions 
on visible trade and to encourage exchange. They realise 
that increased economic activity must increase imports, 
so that, to maintain ability to pay, it may be better to 
use foreign money to develop production locally—thus 
creating an invisible import on loan services—and to 
devote visible imports to essential raw materials and 
special goods. 

A few typical examples (from actual experience) of 
what can be done may be given. 

A comprehensive scheme of road and road-transport 
development, although providing for the bulk of the 
materials and labour locally, will require, over a period, 
supplies of plant, expert assistance and, ultimately, 
rolling stock, etc. The financial arrangements will include 
partly local credits but partly external assistance. 

The development of a national textile industry will 
otter contracts for construction and equipment of mills and 
for the supply of experts to train the local labour force. 
Also, for the supply, over a period of years, of finishing 
materials and dyestuffs (unobtainable locally), and, 
finally, of higher-grade textiles, demand for which will 
arise with development of local low-grade production. 

Increase in industrialisation, creating a demand for 
specialized equipment of a capital nature (i.e. machine 
tools, plant, furnaces, etc.) for equipping production and 
distribution of “‘ basic’’ goods on the one hand (e.g. 
aircraft, motor cars), and special accessories for use with 
such basic goods. 

Equipment of new centres of population, etc., with 
electric light will require power stations, transmission 
lines, consumers’ fittings, appliances, etc. Advice and 
assistance for the whole scheme will be necessary, as well 
as supplies of part of the more highly finished equipment— 
including replacements, additions, new appliances, etc., 
in the future. 

Such activities are financed in various ways. Leaving 
out barter transactions (unfortunately an increasing 
tendency), short and medium (2-6 years) term credits 
are used, both local and from abroad. The latter may be 
government guaranteed, or secured by a lien on some 
physical goods which can be disposed of, or which can be 
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liquidated, wholly or in part, through local banks in 
return for assistance in the sale abroad of local produce. 

This latter factor—the creation of means of payment— 
is of paramount importance, and one which creditor 
countries have tended hitherto to neglect, although their 
more highly developed economic systems are capable of 
giving valuable assistance. In essence, it is the placing 
of the debtor country’s raw materials and finished goods 
on the world’s markets where the best prices can be 
obtained, and the use of its services. In general, a less 
developed country has neither the means of ensuring 
that its products are of the highest grade, nor the 
organisation to be in close contact with actual or potential 
markets—conditions necessary for obtaining a _ high 
return for its products. 

It is, however, becoming realised that the dumping 
of goods of uncertain grades in the well-known markets, 
defeats its own ends, by breaking prices and causing 
restrictions to be set up; individual attempts have, 
therefore, been made by various countries to assist debtor 
countries, and a few examples are given below. 

By organisation of handling facilities, fruit from 
Eastern Europe, hitherto with an outlet over a relatively 
restricted area, can find markets in the North European 
countries. Inasmuch as its season does not conflict 
seriously with seasons of other exporting countries, this 
is a net gain to trade. This market development by 
dovetailing seasons is an important general principle : 
the classical example is Palestinian citrus fruit, which 
has filled one of the gaps in the all-the-year-round supply 
of such fruit to northern countries. 

Good markets exist for Persian lambskins (an im- 
portant material for specialised finished products in highly 
developed countries). By skilful use of their trade 
contacts and free ports, the Germans recently succeeded, 
in return for certain advantages in Persia, in disposing 
of considerable quantities both at home and abroad— 
incidentally securing foreign exchange thereby. 

Supplies of butter from a new source have been 
successfully placed in a certain U.S.A. market, taking 
advantage of good prices ruling there. Insurance and 
financial arrangements were made in London, which, 
owing to its international contacts, knew both of the 
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supplies and of the possible outlet. (This secured invisible 
exports for the U.K., in addition to “ free’’ exchange 
for the liquidation of past commitments in the country 
of origin.) 

Rapidly developing territories, such as the Near East, 
require increasing quantities of wood products and certain 
foodstuffs (e.g. poultry), and are prepared to pay good 
prices for them. The services of concerns developing 
these countries can be used for placing the goods. 

For proper use to be made of these conditions, closer 
collaboration is needed between industry, commerce and 
finance, giving rise to a type of organisation, now 
increasingly apparent in certain small, highly developed 
countries (e.g. Scandinavia), but new to Great Britain. 
Here, in a sense, a deadlock arises. Faced with increasing 
difficulties of trade, industrialists have displayed great 
courage and ingenuity in overcoming them, but to many 
the methods required appear to be outside the scope of 
their experience. They are, therefore, frightened off by 
the complexities of present-day conditions, and contend 
that until credits are unfrozen and currencies stabilised, 
trade cannot revive. Financiers, too, have shown great 
skill in dealing with financial crises of all sorts, but on the 
whole they have tended to adopt a defeatist attitude, 
waiting for a lead from industry and declaring that, until 
trade revives, finance cannot be made healthy or sound. 
And yet conditions demand the closest co- operation 
between the bankers and the industrialists. The firms 
whose products frequently are suited to the markets are 
highly specialised and individually not in a position either 
to survey the field or to maintain a good organisation 
there. They further have little experience “of credit 
schemes, nor an inside knowledge of local conditions and 
requirements. Asa result, frightened by present uncertain 
conditions, they and indeed cannot—adopt the 
bold, constructive or flexible policy which is required. A 
banker, on the other hand, has usually more or less 
permanent contacts in various countries, and can ascer- 
tain the creditworthiness of local customers and col- 
laborate with local institutions in arranging credit 
schemes. He is not, however, in touch with industry, 
and so is likely to judge solely from current financial 
indications, without reference to industrial and com- 
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mercial achievements. By linking together industrial 
concerns and bankers into consortia—which, in the first 
instance, would be loose ad hoc bodies—a dovetailing 
can be achieved. A group of industrial concerns wishing 
to sell expensive plant, etc., in a territory would, together 
with a financial house, be able to organise an effective 
representation, obtain more complete information, and 
arrange for credits on various terms, the risks being 
apportioned in co-operation with local institutions. To 
emphasise the extent of the strength accruing to such a 
consortium, it may be suggested that, separately, the 
constituent concerns would, probably, only quote “ cash 
against documents ’’-—a great handicap for industries in 
financially poor but industrially developing countries, 
who are purchasing goods which will not begin to earn till 
some time ahead. 

This same link between industry and finance, through 
the simultaneous use of the commercial contacts of both 
throughout the world, will make possible the better 
disposal of the debtor country’s goods—thus creating 
means of payment. Inasmuch as the banker’s traditional 
and popular function is the financing of self-liquidating 
goods, he will, by participating in the organisation 
outlined, be fulfilling his réle. This technique should first 
be applied to selected groups of industries and territories, 
and the organisation created must be flexible and fluid. 
It can be extended from purely short-term to medium- 
term credits (to cover capital construction), and, perhaps 
later, to long-term. If successful, it can be built up 
step by step into a general principle and embodied in a 
more permanent structure. 

Apart from the primary objectives of expanding 
trade and utilising this country’s unrivalled resources 
and experience, such a technique will make use of 
existing circumstances to offer all the (alleged) advantages 
of barter, while avoiding the dangers. If consistently 
and successfully applied, it should gradually re-create 
conditions of economic sanity, thus achieving de facto 
what the nations of the world cannot be persuaded is 
right ex hypothest. 

One of the major arguments against such a scheme— 
and one mainly advanced by the financier—is political 
instability with the threat of war. To this the reply is, 
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firstly, that the war danger often arises in the quarter least 
expected—the Abyssinian affair is an example—and, 
secondly, while admitting that the causes of some war 
tension are purely political, yet much of it is economic. 
Reluctance, therefore, to adopt a positive policy of recon- 
struction will only serve to aggravate this condition and 
therefore the total danger of war; whereas economic 
recovery might at least tend to insulate various areas, 
thus confining the danger more to the political field. 
This underlying principle seems to have been appreciated 
by Sir Samuel Hoare in the passage in his Geneva speech 
(and recently repeated in a_ broadcast), where he 
touched on the better distribution of economic resources. 
If this suggestion is to be translated into practice, 
with the minimum of political upheaval, the existence 
of a structure whose objective is the re-creation of 
world trade through the co-ordination of existing means 
should be of great use. 

World circumstances have combined to offer great 
opportunities to British leadership. This has, in principle, 
shown itself in several directions, but the time is coming 
when the practical details will have to be worked out. 
In this connection it must be remembered that a highly 
developed country like Great Britain has primarily its 
brains, organisation and experience to offer, but for 
success, rapid adjustment and adaptation of policy and 
structure to new circumstances will be increasingly 
required. It follows that Great Britain’s tempo of 
progress must always increase, but that is the price we 
must pay for maintaining our high standard. 







































Scottish Banking 
By A Scottish Correspondent 
SBatance si gleaned from the Annual Reports and 





Balance Sheets of the Banks in Scotland published 

throughout the course of 1934 disclosed in every 
case a remarkably strong and liquid position and an 
appreciable expansion in resources. Deposits amounting 
in aggregate to £283,873,000 were higher than the pre- 
vious year by over £3,000,000, and reports issued in the 
early part of 1935 reflected a still higher trend. In 
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January last, for example, the North of Scotland Bank 
showed deposits amounting to £24,636,000, which con- 
stituted a record in its history. The Clydesdale Bank 
reported lodgments amounting to £31,496,403, and a 
month later the accounts of the British Linen Bank took 
reckoning of deposits at £30,357,074. At the end of 
March the Bank of Scotland reported deposits at 
£36,053,815, the highest figure shown since 1922. The 
Union Bank of Scotland, which publishes its accounts 
at the end of April, showed deposits amounting to 
practically £30,000,000, an increase as compared with 
the previous year of round about one million and a half. 

While it is impossible to forecast with any degree of 
certainty the creditor balances to be published over the 
course of the next few months, it may be confidently 
assumed that former totals will have been substantially 
maintained, and that despite the low rate of interest 
which shows little promise of change. The uncertainty 
of the political outlook, the defaults alike at home and 
abroad, and the disappointing returns shown by not a 
few companies dependent upon foreign markets, have all 
been contributing factors in raising the levels of the 
bank reservoirs—a practical tribute to the trust reposed 
in the banking system of the country. Some years ago 
the banks in Scotland, with a view to the encouragement 
of the small depositor, set up Savings Departments in 
which interest at the rate of 2} per cent. was allowed on 
lodgments up to £500. This arrangement has, however, 
been considerably modified of late, and now only 1} per 
cent. is allowed on savings accounts, and a still further 
restriction limits the amounts lodged to £100 in any one 
year. Doubtless the more favourable terms offered by 
Trustee Savings Banks have attracted a good deal of 
money in that direction, but the joint stock banks do 
not, for the present at least, seem in any way desirous 
of stemming the tide of competition by raising their 
rates. 

As a matter of fact the banks in Scotland, in common 
with their contemporaries elsewhere, are faced with 
considerable difficulty in utilising the resources already 
at their disposal, and many millions which in normal 
times would be employed in ordinary trade loans are 
invested in Government securities. While there has been 
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unquestionably a marked improvement in the home 
trade, export business is hampered by all kinds of restric- 
tions, and accordingly applications for advances are 
largely for insular requirements. But here again there 
is a difficulty. A banker, if he is to work along safe lines, 
must advance mainly on a short-term basis, and for 
more or less seasonal requirements. With so many 
millions of deposits at call he is forced not merely to keep 
substantial balances lying practically idle, but he cannot 
sanction loans for indefinite periods, nor is it in his 
interest to provide capital resources. A classic example 
of an institution in Scotland, which disregarded the 
orthodox canon in this respect, was the ill-fated City of 
Glasgow Bank, which lent millions of money for commit- 
ments which should have been financed from capital 
alone. The bitter experiences of 1878 are not likely 
to be repeated, and although in the natural course of 
business some advances may to-day become chronic, and 
be relegated to the bad and doubtful category, the 
banks are resolute in negotiating only loans which have 
reasonable prospect of gradual reduction and extinction 
within a clearly defined period of time. It may, of 
course, be in the interest of a trader to avail himself of 
banking facilities for fresh contracts, and so long as the 
security warrants it, the banker may offer no objection 
to a continuance of the accommodation, but this is very 
different from nursing a declining concern, or financing 
an undertaking the ultimate success of which is highly 
problematical. The essential condition to all lending is 
that the borrower remains solvent, and that his obliga- 
tions are fully covered by the security provided. Given 
those conditions, the joint stock banks have resources 
amply adequate for the most sanguine demands of 
commerce. 

The demand for long-term credit has called into 
being some operative machinery to supplement the 
facilities already existent. It may be remembered that 
one of the points stressed by the “Macmillan Committee 
in their review of the banking situation was the difficulty 
often experienced by industrial concerns in need of 
additional capital whose requirements might be too 
small to justify the expense of a public issue. A large 
concern contemplating expansion can generally find a 
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public ready to subscribe to a fresh issue of capital, but 
smaller businesses are not so fortunately circumstanced. 
The company known as Credit for Industry, Limited, 
was formed to give practical effect to the requirements 
of the situation. The headquarters of the company are 
in London, but Scottish branches are established in 
Edinburgh, Glasgow, Dundee and Aberdeen, and there are 
resident representatives throughout the United Kingdom. 
The C.F.I., as it is generally known, makes advances for 
the improvement of premises, and—where facilities are 
justified—in support of businesses conducted on lines of 
national productivity and efficiency. Loans ranging from 
£100 to £50,000 may be arranged repayable over periods 
up to twenty years. The Scottish Advisory Board includes 
the present chairman of the Union Bank of Scotland, 
Limited, and several directors of banks and industries. 
In an interesting address delivered to a society in London 
on 1st October last, the chairman and managing director 
said they had examined many thousands of proposals 
and quite a number of loans had been arranged, and, he 
added, ‘‘ In the granting of these different loans a very 
close connection has been maintained with the borrowers’ 
banks. Credit for Industry, Limited, never in any case 
makes a loan without making certain in advance that 
the granting of the loan will not prejudice the position as 
between the borrower and his banker,’ and went on to 
say, ‘‘ I know of no single case where a justifiable loan has 
not been available from some source—the joint stock 
bank, a company within my own group, or some other 
company.” 

Another useful adjunct to banking has, on former 
occasions, been referred to in our pages, viz., The Scottish 
Agricultural Securities Corporation, Limited. The second 
Annual General Meeting was held in Edinburgh on 
7th May last, when the general manager of the British 
Linen Bank occupied the chair. The company was 
incorporated in January, 1933, the capital being sub- 
scribed by four of the Scottish banks, in addition to which 
there was a Government guarantee amounting to 
£100,000. The Report submitted showed that loans up 
to 31st March last—less repayments to account-- 
amounted to £352,932, and that further loans to the 
extent of £130,535 had been arranged for settlement in 
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May. In addition to those figures, further advances to 
the amount of £59,105 were under consideration. As its 
name implies, the Corporation is designed in the particular 
interests of the farming community, and an analysis of 
the loans showed that, while accommodation had been 
largely used for the purpose of replacing existing loans, 
quite a number had been granted for the purchase of 
farms. The Corporation bids fair as time goes on to be 
an important auxiliary to existing banking facilities. 
The 33 per cent. Debenture Stock issued two years ago 
now stands at a premium on the Exchange. All the 
banks in Scotland are ready to accept applications for 
long-term credits, and to forward these to the Corporation 
for review. 

From what has already been said it is abundantly 
clear that, where credit is justified, credit is available. 
There is, however, in Scotland, as elsewhere, just a 
tendency to mark time under present conditions, and one 
of the most discouraging features of the day is the long 
protracted burden of taxation, Imperial and local, which 
still lies like a blight upon the country. Again, practically 
every industry has to contend with wage rates at 
uneconomic levels, and in many businesses the margin of 
profit at the final reckoning is extremely narrow. Bank- 
ing is no exception. Although dividends have in every 
case been maintained at consistent levels over a series of 
years, this comfortable position is in no small measure 
due to the conservative policy operative over a very 
much longer period when substantial reserves were 
built up from the undivided profits of more prosperous 
times. The income from those reserves enables the banks 
to continue dividends at the expected standard rate, 
and this keeps their stocks and shares on an even-market 
keel. The knowledge that the banks can, without strain, 
maintain their half-yearly distributions also maintains 
their status in the gilt-edged category. It may safely 
be assumed that forthcoming reports will perpetuate the 
tradition. 

As is well known, a considerable proportion of the 
currency in Scotland is in the form of notes issued by the 
eight joint stock banks, and for a long period the average 
circulation has stood at considerably over £21,000,000. 
The ‘‘ Scottish Bankers’ Magazine,” which is the official 
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journal of the profession, publishes quarterly statements 
of the note issue, and the October number gives particu- 
lars of the circulation taken from a recent return, with 


the corresponding figures for the same period for a 
number of years back. The details are as follows :— 
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Average 
Circulation 
for 4 weeks 
ending 17th 
Aug., 1935. 


Bank. Authorised 


Circulation. 


£ £ 


Bank of Scotland 396,852 3,202,669 


Royal sa 216,451 2,868,755 
British Linen ... 438,024 2,698,166 
Commercial 374,880 3,353,073 
National 297,024 2,407,215 
Union 454,340 2,529,548 
Clydesdale 274,321 2,665,004 
North of Scotland 224,452 2,090,315 


£2,676,350 {21,814,805 





Average circulation, 
Average circulation, 
Average circulation, 
Average circulation, 
Average circulation, 
Average circulation, 
Average circulation, 


18th August, 1934 
tgth August, 1933 
20th August, 1932 
22nd August, 1931 
23rd August, 1930 
24th August, 1929 
27th August, 1928 


{21,242,247 
£21,220,590 
£21,260,882 
£21,040,260 
£21,478,485 
£21,230,518 
£20,978,743 


As the Government derives a revenue to the extent 
of 8s. 4d. per cent. per annum—payable half-yearly— 
on the average issue, in addition to the note issuing 
licences, the banks are very profitable to the Exchequer, 
and it is safe to say that no levy is more easily collected 
than is that drawn from the stamps and licences of the 
Scottish circulation. 

Two events of domestic interest in the history of the 
past year fall to be recorded. At the Annual General 
Meeting of the Union Bank of Scotland, held on 8th May 
last, Sir A. Steven Bilsland, Bart., was elected chairman 
in succession to the late Viscount Novar, K.T. The son 
of a former Lord Provost of Glasgow, Sir Steven Bilsland 
is one of the most prominent personalities in the business 
life of the West of Scotland, and he has also rendered 
notable service on several Government Commissions. 
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His connection with the board of the Union Bank dates 
from 1924, when he became an ordinary director. 

In September last the announcement was made that 
the Marquess of Lothian, C.H., had been elected Governor 
of the National Bank of Scotland in succession to the 
Marquess of Zetland, who had expressed a wish to be 
relieved of his duties, following upon his appointment as 
Secretary of State for India. It is interesting to note 
that the ninth Marquess of Lothian was Governor of the 
bank from 1874 to 1900, and his portrait was for many 
years a prominent feature of the notes issued by the 
bank. In common with their contemporaries the notes 
were some years ago reduced to a size commensurate with 
the legal tender standard and the design was altered. 


Sterling and | Gold 


By S. S. Hammersley. 

‘Ta rapid development of the Italo-Abyssinian 
crisis, with its repercussions at Geneva, has 
naturally thrust the question of currency stabilisa- 

tion into the background, and made any current discussion 

of the problem academic rather than practical. It was 
therefore a little surprising that France should have 
initiated further pressure with the object of bringing 
sterling back to gold. The first move was taken by 

M. Bonnet, the French Minister of Commerce, who at 

last September’s meeting of the Economic Committee 

of the League openly appealed for a lead from Great 

Britain. This plea was followed in early October by a 

similar agitation at the International Parliamentary 

Conference which met in London. M. Germain-Martin, 

a former French Minister of Finance, attended the 

Conference armed with a voluminous dossier and sup- 

ported by his own experts. His whole object was to 

persuade the Conference to pass a resolution in favour of 

a return to the international gold standard, and he 

received the support of the Italians and most of the other 

foreign delegations. Pressure of this kind could not be 
allowed to pass unchallenged, nor could the Conference 
be left to pass unwittingly a resolution of an entirely 
impracticable character. Mr. Neville Chamberlain, there- 
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fore, attended the opening of the Conference for the 
purpose of making the following concise statement :— 

‘While I look forward ultimately to the re-establishment of the gold 
standard, I do not feel that conditions are yet sufficiently favourable 
to enable us to make so difficult an experiment. I would add that in 
the present tense condition of affairs in Europe even the most tenta- 
tive approach to stabilisation is quite unthinkable.”’ 


This brief but devastating statement, which was so 
patently in accord with the facts, put an end to the whole 
agitation as far as the Conference was concerned. 

With the objective of M. Germain-Martin—the revival 
of international trade through a better-organised mone- 
tary policy—there is general agreement and approval. 
It should be realised, however, that M. Germain-Martin’s 
invitation to the members of the Conference to use their 
influence with their respective governments to hasten 
the return to the universal gold standard was based not 
so much on his anxiety to see the revival of pre-war 
monetary mechanisms as on his conviction that the 
present unanchored position of sterling was harmful to 
the restoration of world trade. Although it may be 
agreed that the unanchored position of sterling carries 
with it certain disadvantages, yet before accepting the 
whole of M. Germain-Martin’s thesis it is necessary to be 
thoroughly convinced that if sterling were at once placed 
in a fixed relation to gold, such a step would not inflict 
on the world more harm than good. 

There are, in fact, two general questions governing 
the desirability of an early return by Great Britain to the 
gold standard :— 

1. Would such a step remove the harm which it is 
said is inherent in our present position ? 

2. Would it create such a position that the world 
could look forward to recovery with confidence ? 

Dealing first with the former question—the harm 
inherent in an “‘ unfixed pound *’’—1it is a cause of frequent 
complaint against the British authorities that by going 
off the gold standard in 1931 the depreciation of the gold 
value of sterling had a deflationary effect on the level of 
world prices. Looking back we can clearly see that there 
was, in fact, a fall in gold prices and very little of the 
expected rise in sterling prices. But—and this point is 
most important—the deflation as measured by the fall 
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in the gold price level which took place after Great 
Britain went off the gold standard was small compared 
with the deflation in world prices which would have been 
necessary if Great Britain had been able to remain on the 
gold standard. 

Take the analogy of a motor-car travelling down 
hill too quickly ; someone applies the brake, the motor- 
car continues travelling down hill, though at a slower 
pace. It would not be a correct conclusion to draw from 
these circumstances that in order to stop the motor-car 
it would have been better not to have put on the brake at 
all. That Great Britain’s going off the gold standard 
had a braking effect on world deflation can be illustrated 
both by a consideration of the character of the British 
Market and by an examination of the course of events 
since Great Britain went off gold. 

In 1930-31, the British market was unbalanced. The 
pound was over-valued, with the result that, taking 
everything into account Great Britain was buying more 
than she could sell. In addition, she was lending money 
abroad at a time when she could hardly pay for her 
purchases of foreign goods. This caused an unsound 
position to develop, and while Great Britain was the first 
to be affected, the rest of the world was gradually drifting 
into a false position. Production tended to run in excess 
of legitimate or “solvent ’’ consumption, and_ this 
inevitably undermined the stability of world prices. 

To-day, on the other hand, Great Britain has recovered 
her equilibrium. She is no longer a danger to world 
stability, but, on the contrary, is leading world trade and 
world prices back towards recovery. 

All this is plainly illustrated by the course of events 
from 1929 to the present time. From 1929 to 1931 in spite 
of declining trade at home and abroad, Great Britain 
clung to the gold standard. In this period, according to 
the figures quoted in M. Germain-Martin’s report, there 
was a fall in world trade of 7,205 millions, measured in 
gold dollars. In the succeeding two years the fall was 
$3,470 millions, and in 1934 the fall had slowed down to 
$117 millions. Just as (expressed in gold prices) the fall 
in world trade has gradually declined until now the fall 
has ceased, so over the same period, that is to say since 
1931, the fall in the level of world prices has been arrested. 
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But is it correct at the present time to express 
international trade in gold prices? I doubt it. From 
1929 to 1931 the whole world was being dragged down 
in a vortex of deflation—deflation so acute that prac- 
tically every commercial contract was endangered and 
the whole basis of our economic existence was threatened. 
In this period, in spite of a fall in prices, so steep and so 
persistent, that as month followed month it became 
more and more impossible to recover costs of production 
through selling prices—throughout all this time Great 
Britain adhered to the gold standard. Faithful to her 
international obligations as the money market of the 
world, Great Britain clung to the gold standard when it 
had become abundantly clear that the gold standard 
was not working properly. Instead of gold being the 
steady measure of value, which is the assumption on 
which a gold standard rests, the main function of gold 
became that of a storage of value. Hoarded by the 
central banks of the world, gold ceased to perform its 
orthodox function of regulating the level of prices through 
variations in the volume of credit based on movements 
of gold. Thus Great Britain was forced off the gold 
standard. It might be said, with more accuracy, that, 
long before that period the gold standard had left Great 
Britain—in fact, had left the world. We have no evidence 
that the gold standard of earlier days can effectively 
work to-day. We have no evidence that the difficulties 
which forced Great Britain off the gold standard will not 
recur. 

Since 1931 the value of the foreign trade of Great 
Britain as expressed in sterling has increased; since 
then the volume of British exports has increased. Realis- 
ing this fact, we in Great Britain have every reason to 
believe that since 1931 sterling has proved itself a more 
accurate and reliable measuring rod for world trade 
than gold. 

I should like, then, to reply to my first question : 
“ Will a return to the gold standard remove the dis- 
advantages inherent in an unfixed currency system? ”’ 
by saying :— 

1. World trade as a whole was helped, not harmed, by 
Great Britain’s departure from the gold standard in the 
circumstances existing in 1931. 
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2. Nothing has taken place since 1931 which will 
enable the world to feel sure that the circumstances of 
1931 which forced Great Britain off the gold standard, 
might not be repeated in future. 

To turn to my second question: “ Would a return 
to the gold standard by Great Britain create conditions 
which will enable the world to look forward to recovery 
with confidence ? ”’ 

It seems to me that our examination of this question 
must start from the practical knowledge that already 
Great Britain shows definite signs of emerging from the 
depression, and that in view of the importance to the 
world of the British Market, recovery in the United 
Kingdom must assist recovery in other countries. No 
one would seek to argue that we can ensure prosperity 
for the world by taking steps which would impose 
depression on Great Britain. On what basis does this 
recovery in Great Britain rest? It rests on the basis of 
cheap money consistently available over a long period of 
time. This cheap money, benefiting first national finance 
and then municipal finance and housing, has now spread 
its beneficial influence over every kind of large commercial 
enterprise. The advantages of cheap money are now at 
long last coming to be felt by the man in the street 
through increased employment and augmented purchas- 
ing power. 

What might happen should Great Britain immediately 
return to a gold standard? First, we should have to 
solve the very difficult problem of the choice of parities, 
that is to say the rate of sterling to be fixed both in 
relation to the franc and to the dollar. Bearing in mind 
that sterling is to-day probably under-valued in relation to 
the franc and over-valued in relation to the dollar, this is 
a problem which at the moment appears insoluble. But 
if by some chance a suitable parity could be decided 
upon and Great Britain found herself again on an inter- 
national gold standard, what would happen then? 
Provided that the gold standard is working effectively, 
the price levels in all the countries on the gold standard 
must be on the same basis. We know the price level in 
Great Britain is stable and has been stable for some time. 
What is the position in other countries? The policy of 
France is to lower the level of prices as the only alter- 
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native to the devaluation of the franc. Stringent 
economy laws have been passed, and the prices of essential 
services—rents, gas, electricity, etc.—have been forcibly 
reduced. In fact, the full panoply of deflation is spread 
before our eyes. It is axiomatic that on a gold standard 
the price level in Great Britain must keep in step with 
the price level of all other gold standard countries. 
Therefore Great Britain might be forced by the policy 
of another country to institute deflation. On the other 
hand, we cannot be blind to the fact that if the currency 
of Great Britain is tied to the dollar, an inflationary 
wave sweeping over the New World might force the 
Bank of England to take inflationary measures which, 
on their merits, the central bank would consider unsafe 
and unnecessary. 

This fact is clear: Great Britain could not at present 
return to the gold standard without sacrificing her 
economic independence and, in particular, her policy 
of cheap money. The Bank of England would be com- 
pelled to use the Bank rate to adjust adverse tendencies 
in foreign exchange rates, and cheap money might 
become dear money almost without warning. 

Therefore in reply to my second question : “‘ Would a 
return to the gold standard by Great Britain create 
conditions which will enable the world to look forward 
to recovery with confidence?’’ I point out that any 
theoretical advantage of stability in the rates of exchange 
would be entirely offset by the vulnerable position of 
returning prosperity in Great Britain, and that if there 
is a setback in the recovery of the United Kingdom, the 
effects on world trade will be disastrous. 

Apart from these two general questions, there are 
many practical details to be settled. I have already 
mentioned the difficulty of calculating the new parities, 
and here the only solution is that of the adoption of a 
period of trial and error, during which the existing 
barriers to world trade are gradually relaxed. Moreover, 
we must not be obsessed by the needs or importance 
of the gold b/oc; the greater importance of the Empire 
and the sterling area must not be overlooked. 

More detailed points concern the operation of the gold 
standard of the future. The monetary mechanism which 
worked successfully before the war is inadequate now. 
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We cannot go back to the old conditions which left home 
interest rates and the home supply of capital at the mercy 
of movements of international capital. Alterations in 
Bank rate must not be regarded as the sole method of 
controlling exchange fluctuations. In addition, we have 
to decide upon the future of the Exchange Equalisation 
Account—is it to be the custodian of a large proportion 
of our gold reserves, so that it acts as the buffer between 
international movements of funds and our internal 
supply of credit? These and other points of practical 
importance must be decided before we go back to gold. 

The final conclusions which I draw are :— 

1. The adverse effects on world trade of an “ unfixed ”’ 
pound sterling are exaggerated. 

2. Conditions existing in the world to-day are so 
different from the conditions existing when the gold 
standard system worked effectively, that to link sterling 
with gold in the hope that the system would work, would 
be a dangerous gamble. 

3. Until the price levels in other commercial countries 
are stable it would be a mistake even to contemplate 
instituting a link which would subject sterling to the 
unstabilising influences of other countries. 

4. We cannot return to gold until we have devised 
the new machinery needed for the operation of the gold 
standard of the future. 

Therefore, while agreeing that the ultimate aim may 
be a universal gold standard system, I contend that 
Great Britain is not yet within measurable distance of 
the time when the institution of such a system would be 
desirable. 









Germany’s Economic Position 


I.—Foreign Trade and Exchange 
1 trend of economic developments in Germany 


is rather baffling to any one attempting to form 
a detached estimate of it. By comparison the 
position of the Gold Bloc countries is relatively simple 
and transparent. In these countries the trend is indisput- 
ably downward and will continue to be downward until, 
by one means or another, they have disposed of the 
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overvaluation of their currencies in relation to the 
outside world. That outside world, on the other hand, 
with its devalued or depreciated currencies has been 
making some headway towards better conditions in 
trade and industry, the upward trend being, in recent 
times, more in evidence in the United States than any- 
where else. Somewhere between the two a place may 
be assigned to Germany. 

Under the “‘ New Plan” instituted a year ago 
Germany’s foreign trade has become the subject of 
control in virtually ev ery detail. Instead of the assign- 
me 
available. hy payment of goods dade imported, a 
system was devised by which exchange permits had to be 
obtained before goods could be imported. And as the 
supply of foreign exchange has not been sufficient to 
meet all requirements, the decision as to which imports, 
visible or invisible, should receive allotments has rested 
with the Government. Similarly, in conjunction with 
the new foreign trade policy, various measures have 
been undertaken to stimulate exports, both directly and 
as clearing or barter transactions, along lines determined 
by official policy. 

So far, however, this all-pervading ‘“‘management”’ of 
Germany’s foreign trade has met only with limited success. 
It has, it is true, brought about some approach to 
equilibrium in Germany's trade balance which may 
effectively prevent a recurrence of the unpleasant surprises 
experienced in 1934 by the traders of various countries 
who found that, at their expense, Germany had created 
new indebtedness—subsequent to frozen short-term credits 
and partially defaulted long-term loans—which it was not 
in a position to liquidate. Actually, however, the first 
11 months’ working of the “ New Plan ”’ still showed an 
adverse balance of Rm. 104-6 millions and it is only for 
the period from March to August, 1935, that a modest 
balance of Rm. 76-3 millions on the right side has 
resulted. Of these Rm. 50 millions accrued in August. 
For the first 8 months of the current year the visible 
adverse balance amounted to Rm. 86-1 millions which, 
though unsatisfactory, constitutes a noteworthy improve- 
ment when compared with Rm. 264-6 millions for the 
same period of 1934. Latterly this improvement has 
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been maintained, exports for September again showing a 
surplus over imports of Rm. 55 millions. 

At the same time it is evident from the figures that 
the gradual transition this year from an import to an 
export surplus has been accompanied by a shrinkage in 
foreign trade as a whole. It is the result of a restriction 
of imports, rather than of an expansion of exports. 
Taken at its face value, therefore, it testifies to the 
efficiency of the administrative control of foreign trade 
which has been established by Germany, without having 
proved an economic success or provided any indications 
of brighter prospects for the future—except from the all- 
too-narrow point of view that there will be no recurrence 
of a creation of new commercial indebtedness abroad by 
Germany of the kind already referred to. And even this 
cannot be taken as a rigorously accurate statement. 
For Germany has, in fact, contracted fresh obligations 
in other countries in recent months which differ from 
those of early 1934 only in so far as the newer creditors 
were not promised payment in foreign exchange. Volun- 
tarily and presumably with their eyes wide open, they 
themselves agreed to accept payment in German Marks, 
utilisable only for the purchase of German goods. Thus 
they have no legitimate grumble, though they may be 
sorely disappointed to find that as the result of their 
deliveries of goods to Germany they have accumulated 
Blocked Mark balances, which they are unable to clear 
for lack of sufficient purchasers of German goods in their 
own (or other) countries. 

Temporarily this form of barter via money worked to 
some extent in Germany’s favour. Imports being subject 
to centralised control, orders for raw materials and 
foodstuffs abroad could frequently be arranged on such a 
scale as to possess very substantial good-will value and 
therefore to induce potential foreign sellers to accept 
payment in the form indicated above, rather than reject 
the orders. An incidental result of this method has been 
the transfer to the countries of Eastern and South- 
Eastern Europe, excluding Russia, of a substantial 
portion of those German purchases which have hitherto 
been negotiated in South American and other overseas 
countries; but the capacity of these less highly organised 
and smaller European countries for absorbing German 
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manufactures is by no means unlimited. Some of them 
have already built up conspicuous Mark balances, which, 
if they cannot be cleared by the acceptance of German 
industrial products, will tend to increase to the point 
where a complete breakdown of the arrangements can 
only be prevented if sales to Germany are slowed down. 
Germany’s struggle to secure an adequate supply of raw 
materials and foodstuffs may thus once more become 
acute. 

At the same time, this seemingly simple and promising 
method of barter—making the acceptance of imports by 
Germany directly conditional on the acceptance of 
German exports by the foreign trader—has brought with 
it one serious disadvantage which has itself tended to 
handicap rather than to stimulate German exports. For 
the foreign seller of raw materials and other goods, faced 
with the alternative of rejecting a considerable order and 
possibly forfeiting long-established goodwill or accepting 
settlement in the form of a general credit for the purchase 
of German goods, has in many instances insisted on 
protecting himself against the obvious inconvenience and 
even potential loss involved in this method, by charging 
the German purchasers a substantial premium over the 
ruling world market prices of the goods in question. In 
this way German users of foreign raw materials have 
frequently been obliged to pay as much as 30 per cent. in 
excess of current international prices for their supplies, 
thereby raising their own costs of manufacture, and in 
turn diminishing their prospects of exporting their 
products. So severe has this penalty for enforcing barter 
upon other countries become, that the exchange authori- 
ties have themselves instituted a revised procedure in 
favour of German exporting manufacturers, under the 
terms of which the exporter will be allowed to retain (or 
else be automatically re-allotted) a part of the exchange 
proceeds accruing from his own exports; such exchange 
to be applied to the purchase of his essential raw materials 
on a cash basis at world market prices. With the energy 
and the astonishing readiness to tackle even the most 
exacting administrative complexities characteristic of 
them, the German authorities are understood to have 
worked out in great detail the percentage of foreign 
exchange to be allotted to all the different categories of 
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exporters against their foreign shipments in accordance 
with the approximate percentage to which imported raw 
materials enter into their productive processes and costs. 
By this means German export industries are to be helped 
over what has become the double disability of not only 
having to contend with the undoubted over-valuation of 
the mark, when taken at its official parity, but also having 
to pay substantially more than any of their competitors 
for their raw material supplies. The weight of this 
last-named disadvantage becomes thoroughly evident by 
comparison with the Swiss position. All along, both the 
Swiss authorities and Swiss industrialists, arguing against 
devaluation, have contended that though their currency 
may be over-valued in respect of its domestic purchasing 
power, this disadvantage is largely offset by its enormous 
purchasing power in respect of the raw materials and other 
foreign goods which they require to import; and that the 
advantage gained by cheapening the Swiss franc in 
relation to other currencies would leave them with little 
net gain because it would raise the cost, in terms of Swiss 
francs, of indispensable imports, and especially of the raw 
materials essential to their own exporting industries. 
And although the argument as it runs is neither convinc- 
ing nor watertight in relation to the general question of the 
economic consequences of an over-valued currency, it 
serves to shed some light on the difficulties which have 
beset the path of the German exporters. 

What is becoming clear in the experience of Germany 
is something that might have been obvious from the 
outset. Given the existing, historically evolved and 
irregular or unsymmetrical distribution of the world’s 
raw material and other resources among a host of 
individual national and political States, any attempt on 
the part of a highly organised and specialised economic 
unit (mainly an exporter of industrial products) to 
establish direct and complete equilibrium in its trading 
account with each individual foreign country is con- 
demned ab initio to failure. All that happens in practice 
is that Germany, by making the endeavour, exerts 
pressure upon other countries to extend the general 
clearing process continually in operation between them 
so as to include German goods in its scope; that is, to 
become salesmen of those very German goods of which 
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Germany herself is finding it impossible to effect direct 
exports in sufficient volume. 

It is, therefore, not surprising that the policy just 
described has brought no solution. Technical devices 
of regulation and control, however assiduously ad- 
ministrated, are not likely to resolve the fundamental 
difficulty of Germany’s future balance of payments, 
namely the long-term change-over from a normal import 
surplus to an export surplus, simultaneously with the 
maintenance of a politically and socially acceptable 
standard of living for the population. But for this last 
and vital proviso, success along the lines recommended 
to Germany by some orthodox French economists would 
long since have attended the far more than orthodox 
‘Gold Standard deflation’ essayed during the Briining 
era. Since that attempt was made the task has been 
rendered yet more difficult—in a degree that is not always 
fully recognised abroad—by the depreciation of the 
pound and the dollar. In this respect a 40 per cent. or 
50 per cent. official and all-round devaluation of the 
mark—which may come into the realm of practical 
politics rather quickly if at some stage France and Holland 
have recourse to devaluation—would be of some help. 
But in view of present world conditions and the countless 
barriers everywhere raised against international trade, 
progress, even after this step would only be gradual. 

For the present no striking improvement in export 
trade can be looked for. Nor is there any likelihood that 
an expansion of Germany’s export trade would imme- 
diately result in an export surplus. The process of com- 
pressing imports has been carried so far—and the results 
which have hitherto attended the efforts to effect an 
economic replacement of imports by home-produced sup- 
plies and substitutes have been so meagre—that any 
upturn in Germany’s foreign sales will certainly first be 
used to provide for larger foreign purchases of those goods 
whose abundant supply is essential to a higher standard 
of domestic welfare. 

On the other hand the fears recently voiced in many 
quarters of the possibility of a general break-down in 
Germany’s essential supplies, on a scale sufficient to 
cause serious political reactions in Germany or to call 
for international action from abroad, seem greatly 
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exaggerated. From all the available indications any such 
calamity is unlikely. Partly by the regulation of both 
production and distribution of whatever can be raised 
or produced domestically, and partly by the direct 
negotiation—supported politically as well as financially 
by the full weight of the Government—of exports to 
foreign countries as a condition of the acceptance of 
imports, such supplies as are indispensable, even if not 
ordinarily adequate, will certainly be secured by Germany. 
There is, momentarily, a visible shortage of certain 
foodstuffs which is no doubt discomforting to the people 
and which, it is hardly necessary to add, throws into 
startling relief the grotesque economic conditions of the 
world as a whole. But to some extent at least the 
German authorities have it in their own hands to remedy 
this difficulty. As the foreign trade returns show, 
imports of foodstuffs have been curtailed for some time 
past in favour of imports of raw materials. As the latter, 
however, have not gone into the production of increased 
exports—these having remained merely stationary— 
there is some reason to conclude that the raw materials 
have been devoted to rearmament or to some forms of 
capital expenditure. And though there may be con- 
siderable political opposition in some of the highest 
quarters to a slowing down of the projects in question, a 
different allocation of the foreign exchange resources 
available could presumably be effected if the need were 
great. The real problem, however, remains that of 
increasing the exchange of goods and services between 
Germany and the rest of the world, not that of avoiding 
a break-down. 

































Germany’s Economic Position 
IIl.—The Internal Credit Expansion 


T there is no tangible improvement in Germany’s 







foreign trade outlook, the signs of improvement in 
its domestic economy are unmistakable. In this 
respect its development over the past two years has been 
in marked contrast to that of the gold standard countries. 
In these unemployment shows a rising tendency, whereas 
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in Germany it has fallen sharply. In a speech delivered 
at Leipzig in late August, Count von Krosigk, the German 
Finance Minister, gave the number as 1-7 million, as 
compared with some 6 million two and a-half years ago. 
There are various ways of compiling unemployment 
statistics, and this figure has been queried by critics 
claiming to speak with authority. To the extent, how- 
ever, to which they contend that a large proportion of 
this decrease is attributable to the employment de- 
liberately and directly created by the Government, this 
was frankly admitted, or rather asserted by Dr. Schacht 
himself in his now famous KOnigsberg speech. In fact, 
Dr. Schacht urged this consideration upon his hearers 
because it placed all Germans under a special obligation 
to practice economy and to place their savings at the 
disposal of the Government which, until world conditions 
improved, would continue to provide work for those 
who would otherwise be without it. Of the circumstance 
that this employment was mainly connected with the 
rebuilding of German defence, Dr. Schacht made no 
secret. Rather the contrary. He stressed the point 
that the programme envisaged by the Leader could only 
be carried through if it received the unquestioned and 
unremitting financial support and collaboration of the 
whole country. 

Whatever view one may take of the remoter prospects 
awaiting an economy which has been so preponderatingly 
stimulated by Government intervention, the fact is that 
German domestic trade and industry are in a much better 
position today than they were two years ago. Recovery 
from the low point reached in 1932 has progressed at any 
rate so far that general conditions, though hardly satis- 
factory, are tolerable. Money is being turned over more 
freely and savings deposits are increasing. The upward 
movement is also reflected in fiscal revenue which, 
according to a statement made by the Finance Minister 
in the course of the speech already referred to, will show 
an increase of Rm. 2,000 millions by the end of the 
current fiscal year. This is a very different story from 
that which the Finance Ministers of the gold bloc countries 
and Italy would have to tell, in each of which increasing 
Government expenditure has been accompanied by 
falling revenue. 
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There is, of course, another side to the picture. The 
industrial prosperity one-sidedly created by Govern- 
ment orders is spotty and very unevenly distributed. 
While the production index as a whole has risen from a 
low point of 54 to over go (1928 = 100), some industries, 
like steel and iron, are working to a greater capacity than 
in 1929, whereas others, mainly those engaged in the 
manufacture of consumers’ goods, are far below the 
average indicated by the index. For these, moreover, 
there is very little prospect of an improvement in the 
near future. Some of them are understood to be losing 
rather than gaining ground. Wages are not to be raised 
in order not to increase costs and thereby cause an 
advance in prices; though at their present levels wages 
in Germany are almost certainly too low to ensure a 
demand for consumers’ goods which will keep the industry 
catering for it satisfactorily employed, and at the same 
time reflect an adequate standard of well-being on the part 
of the worker. Despite strenuous efforts by the Govern- 
ment to regulate supply and to control prices, the prices 
of many foodstuffs and various other necessities have 
risen sharply. In some quarters the rise in the cost of 
living to the ordinary worker is estimated to have been 
as much as 15 per cent. Obviously this movement will 
continue to constitute a threat, so long as the extra 
creation of credit—for the provision of work and for 
rearmament—is not, or perhaps cannot be _ balanced 
by a proportionate increase in the supply of consumers’ 
goods made available at present prices. And with the 
country immured as it is by a shortage of foreign exchange 
and hampered in the process of increasing its exports by 
its already high prices, as well as by foreign trade barriers, 
there is little prospect for the moment of removing this 
danger and disability. Thus, although the country is 
enjoying the benefit of greater employment and an 
increased pay-roll, the real wages of the individual 
worker are tending to fall rather than to rise. It is this 
sequence of developments—the prosecution of Govern- 
ment projects, frequently quite unproductive, by means 
of the creation of credit, tending to raise prices, retard 
exports and, by depriving the country of imports, lower 
the standard of living of the people, that, carried to 
extreme lengths, has brought Italy to a financial and 
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economic impasse which is certain to work itself out in 
the shape of untoward economic developments of which 
the least may be an enforced devaluation of the currency. 
A similar trend in Germany, if it progressed far, would be 
no less serious. 

For the present, however, Dr. Schacht, whom no one 
would accuse of being an inflationist, appears to have the 
German credit situation in hand. Credit has been 
created abundantly but not recklessly. It has, in the 
first instance, taken the form of the issue of a large volume 
of short-term Government paper, discounted by the 
Reichsbank. Thus the Central Bank has added to the 
available volume of banking credit and further large 
lines of bills have been placed with the banks and savings 
banks, while short-term money generally has become 
cheap and plentiful in the market. 

As a result of better employment, a considerable 
number of industrial concerns have repaid their once 
frozen bank advances and the funds thus rendered 
available have also been applied largely to the discounting 
of bills issued to finance employment and rearmament. 
Such bills are not issued directly by the Government, 
but created in many cases by the contractor or supplier 
of goods drawing upon one of the various quasi-Govern- 
ment institutions or publicly owned companies specially 
authorised to accept drafts on behalf of the Government. 
The resources of these entities are in some instances 
(other than in the case of the Golddiskontbank) quite 
insignificant and the bills accepted by them considerable in 
volume. No accurate estimate of the total now out- 
standing is possible. It might, if known, be surprisingly 
large. But it must, none the less, bear a close relation 
to the total of discount facilities available and these 
are not unlimited. In the absence of the most conclusive 
evidence to the contrary, it is surely fair to take at its 
face value Dr. Schacht’s statement* that ‘‘ there has been 
no witchcraft and no trickery ” involved in the process. 

That a large floating debt may be a danger and a 
source of potential inflation is a well-worn platitude. 
But on closer examination it becomes a menace only when 
confidence in the Government or the banking system, 


* In the K6nigsberg speech already referred to. 











or both, threatens to break down*. Neither contingency 
need be anticipated in Germany for the present—though 
a radical transformation in this respect might occur if the 
strong and skilled hand of Dr. Schacht were replaced by 
another. 

Both Dr. Schacht and the Finance Minister are, 
however, fully aware of the necessity for converting 
short-term Government obligations into long-term loans 
securely placed ; and three funding operations of Rm.500 
millions each have been undertaken in the course of the 
current year. The first of these issues was placed directly 
with the savings banks in spring; a second was similarly 
dealt with at the end of August ; and simultaneously with 
the latter, Rm. 500 millions were offered for direct 
subscription by the public. 

The last-named was not an unqualified success; and 
the terms offered were in all three cases somewhat 
onerous for the Government, the average returns to the 
investor being 4:67 per cent. on a ten-year bond. If due 
allowance is made, however, for the financial disintegra- 
tion which overtook Germany in 1931 and for the up- 
heavals of recent years, the efforts of the Government 
towards re-establishing a money and bond market 
constitute a definite step forward. 

Inevitably, of course, the process of building up 
savings for long-term investment in a recently impover- 
ished economy is a much slower one than that of credit 
creation by the Central Bank. There is some reason, 
accordingly, to suppose that the Rm. 1,500 millions 
funded this year constitute no more than a modest 
percentage of the indebtedness created by the Govern- 
ment. Here again, however, no precise figures can be 
given. A frequent criticism is that the National Socialist 
Government has, since its assumption of power, created 
fresh indebtedness with disquieting rapidity. It has 
itself admitted an increase of some Rm. 53 milliards since 
January, 1933, and this figure is understood to exclude 
the cost of rearmament. Unofficial estimates, covering 





* If money becomes dear through a contraction of credit a large 
floating debt may of course heavily penalise a Finance Minister—as 
has recently been seen in France and Holland. With exchange factors 
working through a gold efflux completely inoperative, however, there 
is in Germany, as in England, nothing to fear in this respect. 
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every Class of expenditure, vary from Rm. g milliards to 
14 milliards as the amount of the debt newly created. 
Compared with these estimates or guesses, officially 
published returns give the total indebtedness of the 
Reich as Rm. 14 milliards. 

Wherever the truth lies, it is certain that the Public 
Debt as a whole is as yet very moderate in relation to 
the potentialities—or what they should be—of the 
country. The danger, if there is one, is that the pace is too 
great. And it is probably more an economic than a 
purely fiscal or financial danger, especially if the results 
anticipated by the Finance Minister materialise. Prices 
can hardly fail to rise further if the domestic credit 
structure is rapidly expanded. Exports will become more 
rather than less difficult—unless the difference can be 
taken out of the general standard of living. Imports, 
being rigidly controlled, will, of course, not show any 
increase such as would immediately ensue in the case 
of a free economic system. Instead, an inflation will be 
under way—which will render adjustment to the outer 
world more difficult than it is to-day. 

Thus in the last resort the problem is, as always, a 
political one. Dr. Schacht, it may be guessed, is fully 
aware of, and not tardy in enjoining caution against, the 
dangers of policies—domestic or foreign—whenever these 
set themselves above all economic and financial considera- 
tions and disregard sober estimates of what is expedient 
and practicable. Great at any time, the danger becomes 
all the greater where innovation, experiment and 
propaganda are the instruments by which a Government 
or a party, new to the power and responsibilities of office, 
has constantly to reinforce its position—pending the 
recovery of a no doubt less sensational, but perhaps more 
dependable, workaday welfare. 


Italy’s Economic Kesources 
By Douglas Jay 
TALY’S financial and economic position began to 
grow difficult long before there was any question of 
League sanctions. Between 1929 and 1934 Italy 
pursued a steadily deflationary policy. During 1934, 
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however, there was a change; indices of production, 
employment and prices began to turn upwards. But the 
recovery was not of the healthy kind experienced in the 
sterling countries and accompanied by a free exchange 
market and an improving balance of payments. On the 
contrary, the further the recovery went, the more gold 
was lost, the more attempts were made to limit imports, 
and the higher grew the cost of living. Italy, in fact, had 
chosen, like Germany, to maintain the over-valued gold 
parity of her currency at all costs, and to increase employ- 
ment by “ public works’ expenditure to the sacrifice of 
her foreign trade and her already low standard of living. 

Even before this policy was adopted, however, 
Italy’s balance of trade and balance of payments had 
long been persistently adverse. In 1932 and 1933 the 
import surplus was about 1,500 million lire. In 1934 it 
rose to nearly 2,500 million lire, as a result of a simul- 
taneous increase in imports and decrease in exports. 
In the first six months of 1935 it was 1,381 million lire. 
At the same time emigrants’ remittances and tourists’ 
receipts have fallen heavily; and last, but not least 
important, there has been a heavy and sustained flight 
of capital from the country. The Bank of Italy has 
itself attributed the fall in the gold reserve “ mainly ”’ 
to this flight. 

One of the principal causes of the flight was the 
influence of the chronic Budget deficit in undermining 
confidence. In the two financial years ending June 30, 
1933, the deficit averaged over 3,500 million lire (about 
£60,000,000); and in 1933-4 it was well over 6,000 
million lire. Severe cuts in wages and salaries reduced 
the deficits of the next two years; but heavy internal 
borrowing nevertheless proved necessary last November. 
Since then it has become advisable to accept the official 
statistics of Italian public expenditure with some reserve. 
The combined effect of the flight of capital and the 
internal expenditure on public works has been a steady 
growth in the national debt and a steady shrinkage in 
the national gold reserve. Actually 830 million lire of 
gold was lost in 1932, 367 millions in 1933, and 1,540 
millions in 1934. 

After December, 1934, the pace suddenly grew hotter. 
And it is interesting to note that the famous “‘ Wal Wal 
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incident ’’ of December 4, 1934, coincided almost exactly 
both with the upward leap of the economic indices and 
with the decree making it compulsory for Italian citizens 
to declare their holdings of foreign securities to the Bank 
of Italy. If a country indulges in prolonged inflationary 
borrowing to finance secret military expenditure, we 
should expect to find prices, production, employment, 
imports, bank notes, bank deposits and the rate of interest 
rising, and gold stocks and exports falling. All these 
phenomena have been apparent in Italy in the last nine 
months. The wholesale price index began to rise in 
December, 1934, and between February 13 and October 2 
it shot up from 85-5 to 104-7; and the cost of living rose 
simultaneously. The gold reserve, which had stood at 
7,092 million lire at the end of 1933, fell from 5,800 
millions in January, 1935, to 5,523 millions on July tro. 
A decree was then issued suspending the legal requirement 
of a 40 per cent. cover for the note issue and sight liabili- 
ties of the Bank. Ever since, the note issue and other 
liabilities of the Bank have been increasing, and the gold 
reserve has been diminishing further. At the end of 
August, Italian holders of foreign securities were com- 
pelled to surrender them to the Bank against cash or 
other Italian assets. But even this did not stem the 
relentless outflow of gold; by October 10 the reserve was 
down to 4,025 millions. 

Italy is now faced with two main economic problems : 
one internal and one external. The internal is purely 
financial, the problem of finding cash for war expenditure 
in Italy. This can be done easily enough by the printing 
of notes and the creation of additional bank deposits. 
The only immediate ill-effects will be a rise in the cost of 
living; but so long as the present patriotic atmosphere 
persists, this will probably be tolerated. 

The external problem is much more serious, and this 
is where the importance of sanctions lies. Italy has to 
import almost all the “‘ sinews of war” : not merely iron, 
copper, nickel and lead, but oil, coal, wool and cotton. 
It is unlikely that the sanctions at present contemplated 
will directly cut off these imports entirely. For many of 
them come from countries outside the League, such as 
America, Germany and Japan, or from countries in the 
League which are not imposing sanctions, such as Austria 
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and Hungary. About 58 per cent. of Italy’s cotton 
imports, for instance, come from the United States, and 
about 46} per cent. of her coal imports from Germany. 
Of her machinery imports 66 per cent. comes from “ non- 
sanctionist ’’ countries, of her copper imports 38 per cent., 
and of her oil imports 21 per cent. It is fairly clear, then, 
that a refusal to sell to Italy by the “ sanctionist ” 
countries will not bring her to her knees in any foreseeable 
time. 

A refusal to buy her exports, however, might have 
more effect, since it would deprive her of most of the 
foreign exchange necessary to buy her essential imports. 
Normally Italy pays for her imports only as to about 
two-thirds by exports. The remaining third is paid for, 
in roughly equal proportions, by shipping services, 
emigrants’ remittances and tourist expenditure. Tourists’ 
expenditure will presumably dwindle automatically in 
present circumstances. If, therefore, emigrants’ remit- 
tances and shipping payments were interrupted, and 
exports even substantially reduced, Italy would have to 
draw on capital resources to pay for practically all her 
imports. 

How successful are sanctions likely to be in cutting off 
Italy's exports? Some 7o per cent. of her exports are 
normally bought by the sanctionist countries; and they 
are exports of a kind which could be relinquished by 
those countries without great injury to themselves. It is 
also most unlikely that Italy could increase her exports 
to the non-sanctionist countries nearly substantially 
enough to offset the loss of 70 per cent. of her normal 
exports. And if she cannot, she will not be able to buy 
even her normal quantity of essential imports from the 
‘non-sanctionist ’’ countries. For these are normally 
paid for, by triangular trade, out of the proceeds of her 
exports to the sanctionist countries. 

If 100 per cent. sanctions, therefore, are imposed by 
the sanctionist countries alone, Italy will very soon have 
to fall back on selling her capital assets in order to pay 
for the necessary imports. What capital assets has she 
got? Her gold reserve still amounts to about £70,000,000 ; 
but her holdings of foreign securities are much more 
difficult to estimate. On the whole no one would place 
the total of her realisable foreign securities higher than 
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{100,000,000. Assuming, therefore, that Italy does not 
propose to sell her art treasures, which could not be 
marketed en bloc, it would seem that her total assets 
realisable in foreign countries cannot exceed {200,000,000 
at the very outside. Her total imports in a normal 
year are something like 15,000 million lire (about 
{250,000,000). And though some of these imports are 
now being dispensed with, the conduct of the Abyssinian 
war will also necessitate the purchase of a vast amount 
of emergency imports—both “ visible ’’ and “ invisible.”’ 

All these figures are, of course, subject to a consider- 
able margin of error ; but in so far as they can be accepted 
as reasonably reliable, they point to the conclusion that, 
if Italy has to finance, say, half of her imports by the 
sale of capital assets, she would not be able to continue 
the process for much more than one year. 

Much may therefore depend on the military capacity of 
the Abyssinians to resist aggression during the next six 
months, during which dry weather makes military 
operations possible. During that period we must expect 
to see a continuous rise in the cost of living in Italy, and 
a progressive exhaustion of her foreign gold reserve and 
foreign assets. Supposing that the sanctionist countries 
continue to boycott Italian exports, but do not actually 
blockade her imports, the issue of the struggle seems 
likely to turn on three doubtful factors: the military 
capacity of the Abyssinians, the exact amount of Italy’s 
foreign assets, and the extent to which the Italian cost 
of living can rise before becoming intolerable. 


The French Banks in 1935 


By M. Mitzakis 


ROM the beginning of the crisis until 1933 the 
EF leading French banks were continually gaining in 

strength with each successive influx of gold, and 
by that year they had come to occupy an exceptionally 
strong position. In 1934, however, their position began to 
weaken. The aggravation of the financial crisis in France 
resulted in an outflow of funds, which made inroads upon 
both their deposits and their cash. During 1934, 
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deposits declined from Frs. 32,635 to Frs. 30,943 millions, 
while cash declined from Frs. 6,514 to Frs. 6,394 millions. 

A similar but even more accentuated tendency 
became apparent in 1935. During the first seven months 
of this year, deposits have declined by over two milliards : 


Deposit and Current Account Balances of the Four Big Banks 
(Crédit Lyonnais, Comptoir National d’Escompte, Société Générale 
and Crédit Industriel et Commercial) 


1934 1935 


(millions of francs) 
End January .. ve .. 32,809 30,846 
February .. ~ .. 30,736 30,611 
March a “a .. 30,390 31,670 
April oi - .. 30,676 30,207 
May 2% ia .. 30,621 30,157 
June - “a .. 30,819 29,621 
July “ss i .. 31,888 28,804 
August - bes .». 2320 — 
September gs .. 32,460 — 
October... = -. 32,239 —- 
November .. - .. 30,544 — 
December .. ni -» 30,943 — 


Cash, Bank Balances, Coupons, etc. 
1934 


End January .. = .. 7,079 
February .. ys -- 5,448 
March és i .. 5,666 
April es 4 i 5,968 
May hea ne i 6,144 
June - i aga 6,118 
July ws we . 68 
August ie at ~« 6,856 
September - .. 7,548 
October... = .. 8,120 
November . . ha .~ 22 — 
December .. ‘9 .. 6,394 _ 


Liquid assets declined during the first seven months of 
1935 from 6,394 millions to Frs. 5,798 millions. Their 
fluctuations were more or less parallel to those of deposits. 

The reduction of these items is explained by the 
spasmodic outflow of capital during 1934 and 1935, which 
coincided on each occasion with a financial or political 
crisis. In February, 1934, the figures of commercial 
banks showed a marked decline. Cash reserves dropped 
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in one month from Frs. 7,079 millions to Frs. 5,448 
millions, and deposits from Frs. 32,809 millions to Frs. 
30,736 millions. On the other hand, during quiet periods 
and spells of financial recovery there was a reflux of 
both cash and deposits. This is what happened during 
the summer and autumn of 1934, when in consequence 
of the measures taken by the Doumergue Government 
confidence returned. 

These fluctuations are explained by the high degree 
of nervousness of the French public. In England a 
depositor would not think of withdrawing his funds from 
the bank even when the general financial situation was 
not particularly satisfactory. In September, 1931, the 
position of the leading English banks was not at all 
affected by the crisis of the pound. In France the 
situation is totally different. Whenever a political crisis 
begins, or threatens to begin, and whenever the financial 
situation inspires uneasiness, many depositors prefer to 
convert their deposits into bank notes. Hoarding in- 
creases and the notes only return from hoards when 
things change for the better. Owing to this state of 
affairs, French bank deposits are unstable, and the banks 
have to keep a relatively high proportion of liquid 
resources. 

The monetary crisis of last May was the cause of the 
contraction of banking resources towards the middle of 
the current year. This crisis was characterised not merely 
by an increase of internal hoarding, but also by an outflow 
of capital. In two months the Bank of France lost nearly 
twelve milliard francs of gold. On no previous occasions 
did the efflux of gold attain such dimensions. Since the 
capital exported has not been repatriated, there has 
been no increase in bank deposits. The issue of decrees 
reducing the budgetary expenditure failed to restore 
confidence. As a result, bank deposits, which stood at 
Frs. 31,670 millions at the end of March, 1935, were 
only Frs. 28,804 millions at the end of July. This 
contraction of banking resources explains the tighter 
conditions in the money market which manifested 
themselves during 1935, in spite of the liberal redis- 
counting policy pursued by the Bank of France. 
This institution has, in fact, reduced its rediscount rate 
and has welcomed applications for credit. 
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Although the position of French banks weakened 
during the last few months, it still remains very strong 
and liquid. The following figures show the position of the 
four leading commercial banks :— 
Situation of the Four Big Banks 

(Crédit Lyonnais, Comptoir National d’Escompte, Société Générale 
and Crédit Industriel et Commercial) 

End of Endof End of 

July, Feb., July, 

1934 1935 1935 








(millions of francs) 


ASSETS 
Cash .. és “s és - -. 6,738 6,236 5,798 
Discounts... - $i se -- 18,536 18,178 17,295 
Advances and loans .. ui ae — 1,389 1,260 1,367 
Current Account debtors .. a “i 8,281 7,902 7,498 
Securities hs wi on - ir 237 234 232 
LIABILITIES 
Current accounts and deposits (total) -. 31,888 30,611 28,804 
Of which— 
Sight me 53 ii wii -- 30,962 29,755 28,093 
Time os rr <a au os g26 856 711 
Acceptances .. a - ss - 201 228 293 
Capital and reserves - o% - 2,881 2 881 2,875 
Ratio of cash to deposits .. , -- 19°6% 18-74% 15°7% 


At the end of July, 1935, the ratio of liquidity 
amounted to 15-7 per cent., against 18-7 per cent. in 
February, 1935, and 19-6 per cent. in July, 1934. It has 
thus declined considerably. Its decline was the con- 
sequence of withdrawals of deposits and also of acquisi- 
tions of Treasury bills by the banks. The liquidity of 
these banks is nevertheless sufficient to enable them to 
meet their liabilities easily, especially as their bills are 
eligible for rediscount at the Bank of France. As a 
general rule, however, the big French banks do not like 
to avail themselves of their rediscounting facilities except 
in unusual circumstances. In this respect, they pursue 
the same policy as the leading London banks. 

It seems, nevertheless, that at the time when the 
crisis of the franc became particularly accentuated, the 
French banks were unable to avoid falling back upon the 
bank of issue. The extreme tension of the money market 
and the large requirements of the French Treasury, 
forced them to rediscount part of their portfolio with the 
Bank of France. The management of a bank becomes 

















FRENCH BANKS IN 1935 121 





in fact very difficult when the general situation is troubled 
and the public is highly nervous. The functioning of the 
banking system requires a calm atmosphere free from 
violent psychological currents. Since the beginning of 
1934 the French banks have not been in a very favourable 
position in this respect. It is to be hoped that in future 
they will experience a less troubled period. 


Empire Central Banking 


By Paul Einzig 


HE establishment of central banks by the various 
Dominions since the war constituted a most im- 
portant landmark in the financial evolution of the 
British Empire. It went a long way towards making 
it plain that from a monetary point of view the Dominions 
are independent units. It was, indeed, necessary to rule 
out misunderstanding and misconception in this respect, 
which prevailed not only abroad but even to a large 
extent in this country itself, as is shown by the fact that 
in 1933 a lawsuit was brought before the courts in London 
in which one of the parties claimed that the Australian 
pound and the pound sterling were the same thing. 
Needless to say, the claim was rejected by the law court, 
but the popular misconception continued to prevail. 
The existence of central banks in all Dominions will go a 
long way towards making it evident that, from a monetary 
point of view as from a political point of view, the 
Dominions are their own masters. If they choose to 
maintain close links with the mother-land in the political, 
economic and monetary sphere, it is because they fully 
realise the immense advantage of these links. 

It is the policy of the Bank of England to maintain 
the closest possible relations with the central banks of 
the Empire. Indeed, the Bank of England played an 
important part in the organisation of these banks and 
their statutes definitely bear the hallmark of Threadneedle 
Street. Even the division into issue department and 
banking department, with all its advantages and draw- 
backs, has been adopted by most Empire central banks. 
In addition, in some cases former senior officials of the 
Bank of England have been appointed to occupy key 
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positions in the new central banks. The advantages of 
giving the new institutions the benefit of its experience 
acquired during two and a half centuries cannot be over- 
emphasised. The Empire central banks also benefit by the 
experience of the Bank of England through the close 
personal contact which is being maintained with Thread- 
needle Street. For that purpose liaison officers have been 
appointed by the Bank of England with the task of paying 
visits from time to time to the Dominion central banks. 

One of these liaison officers is Mr. Gilbert Jackson, 
formerly Professor at Toronto University and economist 
of the Bank of Nova Scotia. On his departure from 
Canada to take up his new appointment with the Bank of 
England, he published a volume of essays,* two of which 
deal with the problems of the new Canadian Central 
Bank. It is worth remarking that, at the time when these 
essays were originally published, Mr. Jackson was on the 
other side of the barricade. He was strongly opposed to 
the official scheme of a central bank for Canada, and 
was in a way the spokesman of Canadian banking 
interests who were opposed to the scheme. Notwith- 
standing this, he appreciated the advantages for Canada 
of establishing close relations with the Bank of England. 
“Of all the central banks in the world I venture to 
say that in our generation only one has proved quite 
adequate to the tasks imposed upon it—the Bank of 
England.” This is as handsome a compliment, coming as 
it did from an expert who at the time was opposed to 
the Bank of England’s Imperial banking scheme, as any 
that has ever been paid to that institution. 

Mr. Jackson rejected the criticism directed against 
the Canadian Central Bank scheme on the ground that 
it would be too close to the Bank of England. Whatever 
other objections he may have had to the scheme, this was 
certainly not amongst them. On the contrary, he 
emphasised that “in these days of stormy financial 
weather, I doubt if we could anywhere find a more 
watertight umbrella than that of the Old Lady of 
Threadneedle Street.” 

This does not, however, mean that Mr. Jackson was in 





* ““ An Economist’s Confession of Faith.’’ By Gilbert Jackson. The 
Macmillan Company of Canada. London, Macmillan & Co, 8s. 6d. 
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favour of a central bank with a management subservient 
to the senior institution of the Empire. Indeed, he held 
very strong views on the subject of the personnel of the 
Executive, and expressed them in a suggestion that the 
Litany might be lengthened and a clause put in :— 
“From a timid, tongue-tied or tactless Gover- 
nor, Deputy Governor or Assistant Deputy Governor 
of the Bank of Canada— 
“Good Lord deliver us.’ ”’ 
a suggestion which is held to prove that professional 
economists need not necessarily be devoid of a sense of 
humour. Since these lines were written, the establishment 
of the Bank of Canada has become a fact, and in a foot- 
note Mr. Jackson remarks with satisfaction that his 
prayer has been answered, since the direction of the Bank 
has been placed in exceedingly capable hands. 

It is of great importance that public opinion in 
Canada and in other Dominions should realise the advan- 
tagesof theclose co-operation of their central bank with the 
Bank of England. From this point of view, it is essential 
to avoid arousing any suspicion that the Bank of England 
aims at influencing the monetary policy of the Dominions. 
The Bank of England is regarded as one of the few 
remaining strongholds of ultra-orthodox monetary prin- 
ciples. This is not the place to examine whether the 
attitude of the Bank towards monetary policy is right or 
wrong. From the point of view of collaboration within 
the Empire, it is essential that public opinion in the 
Dominions should not be antagonised by any attempts 
to force upon their central banks a similarly orthodox 
policy. Otherwise public opinion in these communities 
will undoubtedly find a way to make itself felt by strong 
opposition to collaboration with the Bank of England. 
Signs of such opposition were already noticeable in 
Canada when, on the occasion of his recent holiday 
trip, Mr. Montagu Norman was reported to have been a 
daily visitor at the Bank of Canada. There was an 
outcry in the Canadian Press, protesting against a 
suspected attempt to influence the monetary policy of 
the Dominion in a sense that would be detrimental to 
producers. Feelings were so strong on the matter in 
Canada at the time that as a well-informed student of 
Canadian affairs pointed out to the writer of this article : 
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“Tf Mr. Bennett is defeated at the election, he will have 
to thank Mr. Norman for it.”” Although this may have 
been a gross exaggeration, the suspected attempt to 
influence the Canadian monetary policy from London 
helped Mr. Mackenzie King who advocated the nation- 
alisation of the Bank of Canada. 

Unquestionably, co-operation between Empire central 
banks is inconceivable without adopting a high degree of 
uniformity of monetary policy. This uniformity should 
not, however, be achieved through the one-sided influence 
of the Bank of England on the Dominion central banks. 
There should be co-operation in the real sense of the term, 
which implies reciprocal influence on the basis of give and 
take. In deciding upon their monetary policy, the 
British authorities should pay due attention not only to 
the interests of Great Britain, but also to those of the 
whole Empire. For instance, even if from the point of 
view of the United Kingdom it were desirable to stabilise 
sterling in the near future—which is most certainly not 
the case—such a decision should not be taken unless and 
until our authorities are satisfied that this step would 
also be in accordance with the interests of the Dominions. 
This consideration is duly appreciated at Whitehall. 
Indeed, in the course of a recent statement, the Chancellor 
of the Exchequer laid particular stress upon the necessity 
of postponing stabilisation from the point of view of the 
Dominions. Provided that the need for appreciating the 
special problems of the Dominions continues to be borne 
in mind not only in Whitehall but also in Threadneedle 
Street, there will be no difficulty in maintaining close 
and friendly relations with the Empire central banks. 


Obituary 
Mr. Henry Bell 


Readers of THE BANKER will be interested to have a 
more detailed account of Mr. Bell’s career than it was 
possible to give when announcing his death in our 
October issue. 

Born in 1858 and educated at the Liverpool Institute, 
he began his banking life as a clerk with the private 
banking firm of Leyland and Bullins in Liverpool. From 
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there he entered the service of the Liverpool Union 
Bank, and, as assistant to a member of the staff, he 
became specially interested in the department trans- 
acting advances against produce, for which Liverpool at 
that time was one of the leading centres. There he 
helped to work out and establish a regular system for 
the hypothecation of produce and the documents of 
title to goods, and quickly became a pioneer and expert 
in that branch of banking business far in advance of 
many of his contemporaries in other banks, by whom 
he was frequently consulted on technical points of 
procedure. The knowledge and experience thus gained 
stood him in good stead throughout his career. 

In July, 1899, he became Secretary of the Liverpool 
Union Bank, and on the amalgamation of that Bank 
with Lloyds Bank, in March, 1900, he was appointed 
Manager of the Exchange Branch. In October, 1goo, 
he was promoted, under the General Managership of 
Mr. Howard Lloyd, to an important position in the 
Advance Department at Birmingham, which was then 
the Head Office of the Bank. 

In 1903 he was appointed Manager of the City Office 
in London, and in 1911 became Deputy General Manager 
of the Bank, from which position he rose, early in 1913, 
to be General Manager along with Mr. Duff, and, upon 
Mr. Duff's retirement in November of that year, he 
became sole General Manager. During his tenure of 
that office the capital of the Bank was increased, largely 
through amalgamations which he initiated, from 
£26,304,200 to {£71,864,780, and the deposits from 
£89,396,993 to £330,550,814. 

Mr. Bell was appointed a Director in 1916, and 
occupied that position until his death. He retired from 
the General Managership at the end of 1923. 

On the outbreak of war in 1914 Mr. Bell was called 
into counsel by the Government in regard to the financial 
measures to be taken to meet one of the greatest crises 
in our history, and subsequently became a member of 
the ‘‘ Treasury Committee’ of bankers which was 
appointed to keep in touch with the Chancellor of the 
Exchequer, and of the Small Savings Committee. He 
was one of the British delegates to the International 
Financial Conference at Brussels in 1920 and to the 
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Financial Conference at Genoa in 1922, and was also a 
member of the Committee charged with the carrying out 
of the Dawes Plan for the reconstruction of German 
finances, a position which entailed frequent visits to 
Berlin. 

This short record of his career would be incomplete 
without reference to another side of it. In his younger 
days he was a devotee of Rugby football. In the seventies 
he and other school-fellows formed the “ Liverpool 
Old Boys’”’ Football Club, which, under his captaincy, 
turned out many county players and four Internationals. 
He himself played for Lancashire and in 1884 won his 
International cap. 

Henry Bell was not only a great banker, but a remark- 
able man. To the practice of the profession which was 
his life’s work he brought the highest principles and 
intense devotion to the interests of the great institution 
which he served so well, backed by penetrating judgment 
and a knowledge both wide and deep of banking in all 
its ramifications. 

But he never allowed his profession to dominate his 
life or to narrow his outlook. With wide reading and a 
most retentive memory, he was deeply interested in 
literature and in art and music. He had a keen sense of 
humour and a wonderful fund of stories, which, told in 
his quiet and inimitable way, were always a delight to his 
hearers and brought sunshine into the day’s work. 

If one were to try to specify the outstanding traits 
of the character of so many-sided a man, one would say 
they were his simplicity and humanity. In the company 
of friends he could equally enjoy the solving of a cross- 
word puzzle or watching a Rugby football match, at 
which he would follow the points of the game with an 
almost boyish enthusiasm. 

He was a delightful companion and had a genius for 
friendship, in which his humanity and helpfulness to 
others shone like a star, and there is not one of those 
who were privileged to enjoy that friendship who will 
not feel his passing as an irreparable loss. 


The Duke of Buccleuch 


As we go to press news reaches us of the lamented 
death of His Grace the Duke of Buccleuch, K.T., one of 
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the most prominent Scotsmen of his time, and Governor 
of the Royal Bank of Scotland since 1914. As was 
remarked by the late Sir Alexander Kemp Wright at the 
banquet held in Edinburgh on June 3, 1927, on the 
occasion of the bicentenary celebration, the hereditary 
principle seems to cling to the Royal Bank of Scotland, 
for since the year 1777, with one brief interval—occasioned 
by a minority —five successive Dukes of Buccleuch have 
held office as Governor. But the connection is even 
older, for the Governor in 1777 was himself a great 
nephew of Lord Ilay, afterwards third Duke of Argyll, 
who was the first Governor of the Royal Bank of Scotland 
at its foundation in 1727. The death of the Governor 
on October 19 last, severs—temporarily at least—a long 
and honoured association with the House of Buccleuch, 
but no doubt the succession will be perpetuated in 
succeeding generations and fulfil in time the hope 
expressed by the late General Manager, that at the 
Tercentenary Banquet there might still be a Duke of 
Buccleuch in the Governor’s chair. 











Appointments and Retirements 


Barclays Bank (D.C. & O.) 

Sir Edward Davson, Bart., K.C.M.G., has been elected 
a Vice-Chairman of Barclays Bank (Dominion, Colonial 
and Overseas). 
B. W. Blydenstein & Company 

Mr. Willem John Harry Blydenstein has been admitted 
as a partner in the firm of B. W. Blydenstein & Co. 


National Discount Company 

The National Discount Company announces with 
regret the retirement of the Secretary, Mr. Charles Henry 
Gough, after 43 years’ service with the Company. He 
was born in 1874, and after a couple of years in Mincing 
Lane with the well-known firm of tea brokers, Messrs. 
W. J. & H. Thompson, joined the National Discount 
Company in 1893. His Secretaryship dates from January 
I, Ig11, making what is probably a record term of twenty- 
five years in that capacity. 

Mr. Seymour Shepherd Johnson has been appointed 
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Secretary to succeed him, while retaining his position as 
Chief Accountant. He was born in 1875 at Enfield, and 
was educated at the Grocers’ Company. He joined the 
London and Midland Bank in 1891 and the National 
Discount Company as a junior in 1900, where it is 
interesting to recall that his father was Accountant. 
Mr. Johnson was appointed Accountant five years ago 
and Chief Accountant two years ago. 

Mr. Gerald Herbert Ellaby has been appointed 
Registrar. He commenced his career with the National 
Discount Company and has thirty-one years’ service to 
his credit. He is a Fellow of the Chartered Institute of 
Secretaries. 

British Bankers’ Association 

Mr. Crawford Gordon, the London Manager of the 
Canadian Bank of Commerce, has been elected a Vice- 
President of the British Bankers’ Association. His 
appointment as Chairman of the British Overseas Banks’ 
Association was announced last month. 


Westminster Bank 
Mr. R. W. M. Arbuthnot and Mr. D. A. Stirling have 


been appointed Directors of Westminster Bank, Ltd. 

Mr. Arbuthnot is a Director of Arbuthnot, Latham & 
Co., and is also on the Board of the London Assurance 
and several other companies. 

Mr. Stirling is a member of H. S. Lefevre & Co., city 
merchants, and is a Director of the British Overseas 
Bank, the Industrial Selection Trust, and the Bolsover 
Colliery Company. 





American Banking 
By a Correspondent 


HE most important development affecting the 
American banking position in recent weeks has 
been the movement of capital to the United 
States from abroad, chiefly from London. On Sept. 9, 
gold began to move to this country, and by a month later 
a total of $300 millions had been engaged, of which two- 
thirds had actually arrived. The principal sources of the 
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influx were: France, $139-3 millions; England, $75-8 
millions; and Holland, $56-7 millions. 

This movement raised the monetary gold stocks of 
the country to above $9: 4 millions, which was, in dollars, 
about three times what the country held in 1929. Exclu- 
sive of the writing-up of gold stocks incident to devalua- 
tion of the dollar on January 31, 1934, the United States 
has gained more than $2-5 millions of gold in the past 
twenty-one months. 

This influx of funds from abroad has further increased 
bank deposits, so that in the case of nearly all important 
institutions, and probably for the country as a whole, they 
now stand at record levels. But the outlet for bank 
funds continues clogged. Reports of the banks for the 
third quarter of 1935, which have just begun to appear, 
show a further piling up of unused cash, but little or no 
change in the volume of loans. Government securities, 
which have hitherto provided the chief employment for 
bank funds, can no longer meet the situation, for most 
banks have already disproportionately large investments. 

The banks which have so far reported have shown 
extremely poor earnings; in a majority of cases they are 
insufficient to cover dividends, and chief executives of the 
large New York institutions are outspokenly bearish on 
the outlook for continued dividends at prevailing rates. 

The following table shows the principal changes in 
deposits, loans and investments of reporting member 
banks of the Federal Reserve System in the past month 
and year :— 

Increase or Decrease 





since 
Oct. 2, Aug. 28, Oct. 3, 
1935 1935 1934 
(In millions of dollars) 

Net demand deposits .. .. 16,308 + 356 + 3,225 
Total loans and investments .. 19,080 + 547 + 1,269 
Loans on securities .. .. 2,986 + 87 — 61 
Other loans i ie -- 4,570 + 124 + 177 
U.S. Govt. direct obligations... 7,588 + 278 + 952 
Other securities a -» 3,936 + 58 + 555 


As will be seen, the total of loans and investments of 
these banks expanded more than did their net demand 
deposits in the past month, this being contrary to the 
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recently prevailing trend. But the development was 
probably temporary. The increase in “ other loans ”’ 
was due largely to the financing of gold imports by the 
large city banks, and the rise in holdings of government 
securities reflected in part the repurchase of holdings 
previously sold at higher prices and in part an increase in 
sales by the Treasury of short-term issues, over redemp- 
tions. The more accurate picture is conveyed by the 
comparison with a year ago, which shows that barely a 
third of the rise in deposits has been matched by increased 
earning assets, and that three-fourths of the increase in 
total loans and investments has been in the form of 
government securities. 

While the banking business faces a bleak outlook for 
the near future so far as profits and dividends are con- 
cerned, general business has shown signs of continued 
improvement. Retail trade, in particular, has made 
gains, and department store sales in New York City 
early in October rose to the best levels in five years. 
Wholesale lines have experienced active re-ordering of 
fall goods, and the railroads are moving more traffic than 
at any time in four years. Industrial production has 
shown some irregularity, due chiefly to the lull in the 
automobile industry, incident to the change-over to new 
models. A highly favourable development has been a 
further advance in raw material prices, particularly the 
farm products and a strong showing in the machinery and 
tool business. These factors have contributed to a 
general improvement in business sentiment, while an 
additional important stimulus was conveyed early in 
September by a formal declaration on the part of President 
Roosevelt that he was prepared to give business a 
‘ breathing spell ’’ from the rush of ‘‘ New Deal ”’ regula- 
tion and reform. 

The President’s assurances of a breathing spell were 
received somewhat cynically in financial circles, but the 
country at large seems to have taken them at face value. 
Regardless of the President’s desires, however, political 
uncertainties cannot be ruled out of the situation so long 
as a large number of recent laws remain untested in the 
courts. Suits are now pending contesting the validity 
of nearly every Act affecting business passed in the past 
two sessions of Congress and, with the convening of the 
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Supreme Court early in October, after its long summer 
recess, important decisions may be expected. 

Should other important New Deal laws go the way 
of the N.R.A. the country may face a long and unsettling 
fight to change the Constitution. On the other hand, if 
the Supreme Court upholds the major measures which 
the Roosevelt Administration has sponsored, by way of 
introducing ‘‘ economic planning,’ business men are 
fearful that this may mean an end of the “ breathing 
spell ’’ and a wider extension of the planned economy 
programme. 

The bond market has been going through one of its 
increasingly frequent periods of misgiving over the 
financial position of the government. Treasury securities 
have been under fairly steady pressure for weeks and the 
refunding of $1,250 millions of Fourth 4} per cent. 
Liberty bonds, called for October 15, has been far from a 
success. After the books had been open more than a 
month, exchanges of only $860 millions had been received, 
and of this amount only half had been exchanged for 
2? per cent. ten-year bonds, the remainder having been 
converted into short-term notes, offered as an alternative. 
Even this poor showing necessitated constant intervention 
by the Treasury in the government bond market to 
support the price of outstanding issues. 

At the end of the first quarter of the current fiscal 
year, the Treasury reported its largest peace-time deficit 
on record, the excess of expenditures over receipts for 
the three months ended September 30 having been 
$832,021,766, or 34 per cent. larger than the deficit for 
the corresponding period last year. The increase, more- 
over, was due chiefly to larger expenditures of a non- 
emergency character, the “ recovery and relief ’’ expendi- 
tures having shown some lag. 

Financial markets have been unsettled by the 
European “ war scare,’ but the disturbance seems to 
have come chiefly from abroad. Business and financial 
leaders here do not believe a European war is likely at 
this time, and, in any case, think it unlikely that the 
United States could become involved. It is conceded, 
however, that the recent events in Europe have rendered 
even more remote than before the prospects of early 
stabilisation of currencies or amelioration of international 
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trade barriers. The recent reiterations by Mr. Neville 
Chamberlain of Britain’s unwillingness to consider 
currency stabilisation were readily understood. 





French Banking 
By M. Mitzakis 


‘T's improvement in the French money market 





which began in July and which continued in 

August continued also in September. The decline 
of rates was, however, very moderate. In fact, in certain 
sections of the market there was no further decline at all. 
The market rate of discount, for instance, remained 
unchanged at 2{ per cent. On the other hand, the rate 
for loans on Bons de la Défense Nationale declined from 
375 to 3 per cent. for one month, and day-to-day money 
declined from 2? to 2} per cent. On the Bourse loans 
against securities declined from 14 to ? per cent. on the 
Parquet and from 54 to 4? per cent. on the Coulisse. The 
following figures show the changes in September compared 


with July and August :— 
End of Endof End of 
July, Aug.,  Sept., 
1935 1935 1935 








0/ 0/ Oo 
/0 /0 /0 
Banque de France, rediscount rate »: Cle 3 3 
Market rate of discount ae ei wf 3t 2} 2} 
Day-to-day money — 2} 24 
Loans on Bons de la Dé ‘fense Nationale :— 
Market rate for 1 month . wa ia: an 3t5 3 
Market rate for 3 months ~ - .. 3% 3t 3 
Rates of loans on securities :— 
On the Parquet .. - “ a le 14 
On the Coulisse .. - ~- \6 54 a 


It is worth noting that the Bank of France aid not 
further reduce its bank rate, which remained at 3 per 
cent. throughout the month. In a statement made on 
August 8, the Governor of the Bank of France announced 
the inauguration of a policy of cheap money. This was 
interpreted as foreshadowing a further reduction in Bank 
rate, but so far no such change has been made. Presum- 
ably, the heads of the Bank of France felt that the time 
had not yet arrived for it. It ought to be borne in mind 
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that since June 20 the Bank rate has been gradually 
lowered from 6 to 3 per cent. This was a sufficient 
decline to induce the Central Bank to abstain from 
hastening the movement too much. It is probable, 
however, that the decision not to make any further reduc- 
tion was due to the absence of any further increase in the 
gold reserve. The French funds exported in April and 
May have not yet been repatriated. Had these funds 
returned to France, the Central Bank would not have 
hesitated to reduce the Bank rate by another 3 per cent. 

The policy of discount pursued by the bank is none 
the less very liberal. This is indicated by the figures of 


the bank return. 
End of Endof End of 
july, Aug., Sept., 
1935 1935 1935 


(Millions of francs.) 





ASSETS. 
Gold Reserve ‘a i e - 71,277 71,742 71,952 
Foreign Exchange reserve (total) es I,017 I,015 1,016 
Sight ba ‘a os hs a 9 7 8 
Time me id ¥ ee og 1,008 1,008 1,008 
Discounts (total) .. a és - 7,524 7,796 8,277 
Bills on France .. ee ia ss 7,301 7,575 8,060 
Bills on Foreign countries... me 223 221 217 
Advances on bullion e hie “ I,I9Q7 1,212 1,210 
Advances on securities .. - Ka 3,17I 3,103 3,098 
Advances up to 30 days .. i “a 693 544 192 
Bonds of the Caisse Autonome .. sé 5,805 5,800 5,800 
LIABILITIES. 
Note circulation .. - ap oe 81,128 82,241 82,399 
Current and deposit accounts (total) .. 14,33I 13,909 13,899 
Of which— 
Treasury - a sia wi 163 128 79 
Caisse Autonome ass a sg 3,078 3,116 2,972 
Private accounts an i acy 10,880 10,480 10,595 
Sundry .. ei or wi . 210 185 252 
Total of sight liabilities .. 7 i 95.458 96,150 96,298 
Percentage of gold cover ‘a -- 74°67% 74:61% 74°72% 


During September thirty-day advances declined from 
Frs. 544 to Frs. 192 millions, and advances on 
bullion declined from Frs. 1,212 to 1,210 millions. Ad- 
vances on securities were also lower, having declined from 
Frs. 3,103 to Frs. 3,098 millions. On the other hand, 
discounts increased from Frs. 7,796 to Frs. 8,277 millions, 
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an increase of Frs. 481 millions. Thus, the total credit 
granted by the Bank of France increased from Frs. 12,655 
millions at the end of August to Frs. 12,777 millions at 
the end of September. This increase indicates that even 
though the Bank rate has not been reduced further, the 
Central Bank has been liberal in granting facilities. 

The position of the Bank has not changed materially. 
The gold reserve increased from Frs. 71,742 to Frs. 71,952 
millions thanks to sales of gold by the Exchange Equalisa- 
tion Fund. The actual amount sold by that institution 
was much larger, but most of it found its way immediately 
to New York. The Bank of France merely played the 
part of an intermediary. The increase in the gold reserve 
resulted in an increase in the reserve ratio from 74-61 per 
cent. to 74°72 per cent. 





German Banking 


By a Correspondent 


HE response to the public issue of Rm. 500 millions 
of 44 per cent. ten year Treasury bonds of the 
Reich was in accordance with anticipations. Apart 
from the amounts taken firm, subscribers were allotted 
only 88 per cent. of their applications. Although payment 
is to be made in instalments spread over several months, 
the banks through which subscriptions have been made 
have paid in by now practically the whole of the Rm. 500 
millions. A large part of the second tranche of Rm. 500 
millions taken over by the German savings banks has 
also been paid in. 

The pressure on the resources of the Reichsbank 
remained strong in September, partly owing to the pay- 
ments on account of the new Reich loan, and partly 
because of the improvement of trade and the need for 
financing of crops. While during the first three weeks of 
September, 78 per cent. of the August end-of-month 
requirements was repaid, at the end of September the 
Reichsbank investments increased by Rm. 577 millions, 
against Km. 498 millions at the end of September, 1934. 
The absorbing capacity of the banks and of the market 
for bills remains substantial, but the increased require- 
ments for cash influences the extent to which Reichsbank 
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facilities are being used. At the end of September, 1935, 
the note circulation was Rm. 392 millions higher than a 
year ago, and Rm. 528 millions higher than two years 
ago. Since the increase was mainly due to a larger issue 
of token money and of notes of small denomination, it 
seems to indicate an increase of wages and salaries. This 
is shown by the following table compiled by the official 
publication of the statistical office of the Reich :— 





Large Medium Small 
Total Notes Notes Notes 

(In millions of reichsmarks) 
August, 1933 - - .. 5,569 1,097 2,986 1,486 
August, 1934 .. .. 5,765 982 3,317 1,467 
August, 1935 -- .. 6,147 1,002 3,574 1,571 


The German Gold Discount Bank shows no further 
expansion of its figures for September. In fact, there 
was a slight contraction, as owing to the subscriptions on 
the new Reich loan, some maturing promissory notes were 
not renewed. Its total assets and liabilities declined 
during September from Rm. 1,943 millions to Rm. 1,793 
millions, while the outstanding promissory notes declined 
from Rm. 651 millions to Rm. 495 millions. Although 
the Gold Discount Bank received the amounts due for 
the new loan, by the end of the month the amounts 
received were already forwarded to the Treasury. The 
discounts of the Gold Discount Bank declined from 
Rm. 1,228 millions to Rm. 1,043 millions, but its holdings 
of Treasury bills advanced from Rm. 120 millions to 
Rm. 140 millions. 

The monthly returns of the five big Berlin banks for 
August show a decline of liabilities by Rm. 74 millions, 
against a decline of Rm. 89 millions in July. This was 
partly due to further repayments of foreign credits. 
There was also a decline in both deposits of German 
banks and deposits of private customers. As there was 
simultaneously a decline in the deposits held by provincial 
banks, it seems that the financial requirements of industries 
for capital expenditure and other purposes are increasing. 
This is also shown by the fact that the decline in loans 
and advances has come to a standstill and there was, in 
fact, a slight rise. For the first time after a long period 
of practically uninterrupted rise, the discounts of the 
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Berlin banks showed a decline, although at the same time 
their holdings of securities increased. 

The increase in the yield of the stamp duty on bills 
of exchange was interpreted abroad as indicating a very 
considerable increase in the volume of bills, and especially 
in the short-term indebtedness of the Reich. These 
calculations were, however, largely incorrect, since the 
employment-creating bills, which are subject to several 
renewals, are liable to stamp duty, not only for the first 
three months, but also for their subsequent prolongation. 
The actual increase of the amount of outstanding bills 
must have been, therefore, much smaller than the increase 
of stamp duties would indicate. The Reich Office of 
Statistics has now published the following figures con- 
cerning the development of the amount of outstanding 
bills :— 

Bills Outstanding 


End of Endof Endof End of 
March May June July 











(In millions of reichsmarks) 














Treasury bills of the Reich be 1,971 2,354 2,336 2,343 
Treasury bills of the States es 669 669 669 669 
Taxation scrips .. on vs 1,180 958 913 905 
Bank bills .. a - 4 1,233 ¥,313 1,053 1,018 
‘“‘ Employment-creating ’’ bills .. 2,237. 2,173 2,143 2,132 
Other bills .. se - - 7,980 8,81 8,725 9,230 

Total .. ‘i .. 15,250 16,451 16,198 16,297 


The increase was thus relatively moderate. As a 
result of the recent issue of Reich loan, large amounts of 
employment-creating bills and Treasury bills must have 
been consolidated, but the continuation of public works 
will necessitate a new issue of bills. 


International Banking Keview 
ITALY 


HE month under review witnessed a further 
persistent decline in the gold reserve of the Bank 
of Italy, while at the same time there was a sharp 
increase in the note circulation. As a result, the reserve 
ratio has now declined to 27 per cent. It is believed that 
the main cause of the fall in the gold reserve was the 








INTERNATIONAL BANKING 137 


purchase of large stocks of raw materials in anticipation 
of economic sanctions. To that extent, the decline 
merely indicated the conversion of gold reserve into coal, 
oil and other raw material reserves. At the same time, 
the deficit on the current trade balance must also have 
contributed to some extent to the loss of gold. On the 
other hand, the outflow of Italian capital, which in past 
months was largely responsible for the weakening of the 
technical position of the Bank of Italy, may be said to 
have ceased completely owing to fears of confiscation of 
Italian property abroad. The Bank of Italy continues 
to support the lira in Paris and to that end it has to sell 
substantial amounts of gold to the Bank of France. 
Contrary to what has been suggested, it enjoys no credit 
facilities from the Bank of France, except in so far as 
these can be secured by French Government loans or 
gold deposits. 

The League decisions about financial sanctions do not 
affect the Italian banking situation, since they merely 
confirm the state of affairs which has existed since August 
last, when British and American banks cancelled their 
credit facilities. In the meantime, the amount of out- 
standing Italian banking credits has been reduced 
considerably, although it may take several months before 
the whole amount is liquidated, owing to the fact that 
in many instances the granting of one renewal was agreed 
upon when the credit was arranged. So far the Italian 
banks have met their liabilities punctually, but fears are 
entertained in banking circles that if there should be an 
embargo on Italian exports, the Government may in 
retaliation decree an embargo on all payments abroad. 


SWITZERLAND 


The approaching general election has failed so far to 
affect the monetary and banking situation in Switzerland. 
From time to time, some small local bank closes its doors, 
but since the difficulties of the Banque Commerciale de 
Basle, the position of the leading banks has remained 
more or less unchanged. Nevertheless, there is some 
anxiety as to the developments during coming months, 
and the National Bank is anxious to strengthen its gold 
reserve. It was for this reason that the City of Geneva 
was authorised to conclude a loan of £800,000 with a 
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London group, although in the past no Swiss Government 
or municipal loans have been issued abroad. Possibly 
the reason why the City of Geneva raised the funds 
required abroad is that owing to the fact that it has a 
Socialist Administration, it is unable to obtain accom- 
modation from Swiss banks, especially as the latter 
resented the attitude of the Socialist Administration 
towards the Bank of Geneva. 















HOLLAND 


The Amsterdam banking group headed by Mendelsohn 
& Company agreed to the renewal of 85 million guilders 
of Belgian Treasury bills, representing the outstanding 
amount of the original issue of 100 million guilders. The 
loan will be repayable at the end of 1936 and the beginning 
of 1937. Its interest rate will be reduced from 4 per cent. 
to 33 per cent., which is all the more remarkable as the 
Dutch Government itself has to pay considerably higher 
rates for its own short-term borrowing. The explanation 
is that the Belgian Treasury bills have an exceptionally 
strong gold clause, according to which holders of the bills 
are entitled to claim payment in actual gold to be delivered 
in the financial centre they indicate. Should it be impos- 
sible for the Belgian Government to deliver the gold, 
it will have to pay the holders on the basis of its market 
value. When the loan was originally granted, it was with 
the approval of the Netherlands Bank and the Treasury 
bills were eligible for rediscount. This was because the 
Dutch authorities were then anxious to assist the Belgian 
Government in its efforts to maintain the gold standard. 
Now that the belga is devalued, the same consideration 
no longer exists and, therefore, the Netherlands Bank 
has declined to co-operate in the transaction and the new 
bills will not be eligible for rediscount. They are, never- 
theless, popular owing to the gold clause which makes 
them particularly suitable for hedging against a possible 
depreciation of the guilder. 

From the point of view of the Belgian Government, 
it appeared desirable to renew the loan, even though the 
National Bank of Belgium is in a position to repay it. 
The Government wanted to avoid borrowing too much in 
the internal money market and at the same time it did 
not wish to reduce unduly the gold reserve, since part of 
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the newly-acquired gold only represents the equivalent 
of foreign refugee money. 
NORWAY 

The Bank of Norway continues to repatriate its gold 
held in London. Quite recently it repatriated a consign- 
ment of 30,000,000 kronor, which is nearly half the 
amount of gold held abroad. This policy is considered 
in some quarters as an indication of a desire to loosen the 
connection with the Sterling Area. While the commercial 
advantages of being a member of the Sterling Area are 
appreciated, there is also considerable uneasiness in 
Norway about the possibility of the premature stabilisa- 
tion of sterling. Even though it is realised that for the 
time being there can be no question of such a change, it is 
feared that at some future date stabilisation may be 
carried out in circumstances in which it would be against 
the interests of Norway to follow. For this reason the 
authorities are desirous of creating conditions which 
would enable them in case of need to break away from 
the Sterling Area. 


SWEDEN 

Considerable easiness prevailed in the Swedish money 
market even during September, and the private banks’ 
difficulties in finding suitable employment for their 
liquid funds continued. This situation is reflected in the 
increased volume of the joint stock banks’ deposits at 
the Bank of Sweden, as well as in their cash holdings, 
which, during the month under review, have increased 
from Kr. 294 millions to a total of Kr. 352 millions. The 
biggest cash increase is shown by the Skandinaviska 
Kreditaktiebolaget, from Kr. g1-2 millions to Kr. 111-9 
millions, which represents roughly 130 per cent. of the 
bank’s capital stock. At first sight one would be inclined 
to think that this unusually liquid situation would induce 
the Skandinaviska to redeem the remaining balance of 
Kr. 50 millions 53 per cent. Treasury debentures. So far, 
however, no notice has been given, and it looks as if the 
directors consider it unwise to lower the bank’s liquidity, 
as long as the political outlook continues to remain 
uncertain. The joint-stock banks’ total deposits have 
increased from Kr. 3,671 millions to Kr. 3,718 millions, 
whereas advances have risen only from Kr. 3,874 millions 
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to Kr. 3,883 millions. The increase in deposits, which falls 
chiefly on sight accounts, is to a large extent due to the 
private banks’ sales to the Bank of Sweden of their 
foreign currency proceeds from exports. This flight-to- 
the-Krona policy of the private banks under the impres- 
sion of war clouds has led to a considerable increase in 
the Bank of Sweden’s balances with foreign banks, which, 
in spite of a purchase of Kr. 15 millions of foreign State 
bonds, have risen by Kr. 31 millions. Under these circum- 
stances, it seems rather probable that the Bank of Sweden 
will resume gold purchases in the near future. The 
largest decline in foreign bank balance accounts was a 
decline of Kr. 10 millions in those of the Svenska Handels- 
banken, whereas the Stockholms Enskilda Bank has, in 
contrast to the other banks’ policy, increased her balance 
with foreign banks from Kr. 55 millions a month ago to 
Kr. 70 millions on Segtember 30. On September 30 the 
Bank of Sweden’s gold reserve amounted to Kr. 363 
millions, and the note circulation to Kr. 771 millions, a 
record high level since 1920. 

In spite of the above-mentioned monetary easiness 
the bond market displayed a marked downward tendency 
on account of the absence of buyers who preferred to 
await the outcome of the Geneva talks. A new issue of 
Kr. 20 millions of Treasury bills was placed at 0-395 per 
cent., as against 0-349 per cent. in August. The stock 
market was weak throughout September under the 
impression of war threat, with short recoveries at the 
slightest sign of improvement in the political outlook. 
Leading internationals, such as SKF and Electrolux 
being particularly affected. 


Books 


THE LONDON GOLDSMITHS, 1200-1800. By SIR AMBROSE 
HEAL. (London, 1935: Cambridge University 
Press. Limited edition. Price 84s. net.) 


For those interested in the origins of banking in 
London the study of historical data concerning the old 
firms of goldsmiths is bound to be of great interest. 
They will doubtless welcome the magnificent work by 
Sir Ambrose Heal which supplies a wealth of data 
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invaluable for research. As is well-known, in the early 
days of banking many goldsmiths acted in the capacity of 
bankers and the two professions were considered largely 
identical. Hence, the pamphlet published in 1677 
entitled ‘‘ The Mystery of the New Fashioned Goldsmiths 
or Bankers Discovered.’”’ A degree of this optimism 
seems to have been inherited by some present-day writers. 
Although in the meantime the two professions have 
become separated, their common origin attaches special 
interest from the point of view of bankers to the early 
history of goldsmiths. For this reason the present volume 
may well be recommended as a valuable addition to the 
select reference library of banks. After some introductory 
chapters dealing with the connection between goldsmiths, 
bankers and pawnbrokers and giving a brief account of 
eminent London goldsmiths, a chapter is devoted to 
‘““Samuel Pepys and His Goldsmiths.’’ The rest of the 
book consists of a list of London goldsmiths’ trade 
cards, shop signs and an alphabetical list of goldsmiths. 
Some seventy shop signs are reproduced in the volume. 
It is a pity that the author did not go into the details of 
the history of various goldsmiths, at any rate the more 
prominent ones. His alphabetical list only gives the 
names and addresses of goldsmiths, and the approximate 
time when they lived, died or deceased (we do not quite 
see the difference between the two), became insolvent, or 
were executed (mostly for receiving stolen property). 
The value of the book as a reference work would have 
been considerably enhanced with more details about the 
lives and activities of some of the better-known gold- 
smiths. Nevertheless, the book is a perfect example of 
artistic production, and it should be both useful and 
ornamental in bank parlours. 


ON QUANTITATIVE THINKING IN Economics. By GUSTAV 
CassEL. (London, 1935 : Oxford University Press. 
Price 6s. net.) 

IN an article appearing in Lloyds Bank Monthly 
Review, Mr. J. M. Keynes stated that the purchasing 
power parity theory of exchanges is no longer considered 
seriously. Since this theory is undoubtedly the most 
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important contribution of Professor Cassel to economic 
science, it is not without interest to read in the Professor’s 
latest volume reaffirmation of his faith in that conception. 
In fact, he maintains that this conception has proved 
practically indispensable. He admits, however, that 
under dynamic conditions no true equilibrium rate of 
exchange can exist. All he claims is that on the basis 
of the purchasing power parity theory, it is possible to 
calculate a reasonable rate and then force economic 
conditions to adjust themselves to that rate. Apparently, 
Professor Cassel has forgotten nothing and has learnt 
nothing since the publication of his book, “‘ Money and 
Foreign Exchanges after 1914,” some thirteen years ago. 
He still holds the view that if there is a discrepancy 
between purchasing power parities and exchanges, it is 
due to temporary deviation of their exchanges from their 
purchasing power parities. He is not prepared to admit 
that as often as not these so-called temporary deviations 
affect purchasing power parities themselves permanently. 
Whether or not we agree with Professor Cassel’s views, 
he is one of the half dozen economists whose writings 
should be read by every banker who wants to follow the 
evolution of contemporary economic thought. 


THE RUSSIAN FINANCIAL SYSTEM. By W. B. ReEpDDAWAy. 
(London, 1935 : Macmillan & Co. Price 5s. net.) 


WHILE libraries have been written on the five year 
plan, books on the monetary and banking policy of the 
Soviet system are very scarce. Some time ago the School 
of Slavonic and East European Studies in the University 
of London brought out a pamphlet which contained 
some interesting material on the subject. Since, however, 
it was compiled by a group of authors, it lacked the 
uniformity of thought that is essential for the examination 
of a problem and particularly for linking up its details 
with the major issue. From this point of view, Mr. 
Reddaway’s small volume has fulfilled a useful task. 
Without being able to compete with its predecessor 
regarding the material of historical and descriptive facts, 
his interpretation is highly original and interesting and 
is definitely worth reading. 








THE INTERNATIONAL MONEY MaArKETs. By J. T. 
MADDEN and Marcus MADLER. (London, 1935: 
Sir Isaac Pitman & Sons. Price 2is. net.) 


SINCE the term “ international money market ’”’ has 
been in use for many decades and has become a common- 
place of the daily Press during the last few years, it was 
high time that a book should be published giving an idea 
of what the international money market is, how it has 
developed and how it works. The joint authors of this 
book performed their task most efficiently. The material 
they provide is interesting and stimulating. The descrip- 
tion of the French, German, Dutch and Swiss money 
markets in particular provides a useful source of informa- 
tion. It is a pity that the authors confined themselves 
to these markets, while omitting the minor financial 
centres, such as Stockholm or Vienna and important 
overseas financial markets, such as Tokyo. Apart from 
this omission, the book can be recommended in every way 
as an historical account of the development of money 
markets, as a description of the existing organisation and 
as a critical analysis of the system. 


BRITAIN IN DEPRESSION. A RECORD OF BRITISH INDUS- 
TRIES SINCE 1929. Prepared by the Research 
Committee of the Economic Science and Statistics 
Section of the British Association. (London, 
1935: Sir Isaac Pitman & Sons. Price ros. 6d. 
net.) 


Books dealing with the depression usually confine 
themselves to general tendencies and quote individual 
instances only as and when it is necessary to do so to 
illustrate the argument. Their method of inference is 
mostly deductive, starting from general principles and 
proceeding towards individual instances. The volume 
published by the British Association has _ provided 
material for inductive reasoning since it gives a detailed 
description of the facts as ascertained in the various 
branches of industries, enabling the readers to infer 
their own conclusion. In his introductory chapter, 
Professor Jones, Chairman of the Research Committee, 
gives some very interesting conclusions. He realises that 
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export industries cannot hope to regain their former 
trade; that a low rate of interest, while fostering the 
development of industries in the future, can do little 
beyond providing some financial relief for overgrown 
industries which need to be reduced ; and that it may foster 
house construction, but to build houses without providing 
industries is like building castles in the air. His final 
conclusion is that the obvious immediate task is to repair 
the foundations of economic prosperity. 


PROFITS FROM SHORT TERM INVESTMENT. By W. CoLLin 
Brooks. (London, 1935: Sir Isaac Pitman & 
Sons. Price 3s. 6d. net.) 


‘““SHORT TERM INVESTMENT” is a euphemism for 
speculation but this is not sufficient reason for ignoring 
this brochure dealing with the subject. It is written in 
a popular style and is exactly the kind of book which 
bank managers can safely recommend to their customers 
if they get tired of being pestered by the latter for 
elementary information on stocks and shares. There is 
nothing in the book which would not be understandable 
to the man in the street whose intelligence is not very 
much below the average. The chapters dealing with 
gold shares and commodity shares are particularly worth 
attention. 





PUBLICATIONS RECEIVED 
THE SUBSTANCE OF Economics. By H. A. SILVERMAN. 


oth Edition revised and enlarged. (London, 1935: 
Sir Isaac Pitman & Sons. Price 6s. net.) 


Law oF STAMP Duties. By E. N. ALPE. Revised and 
enlarged by A. L. GOODMAN and STANLEY BoRRIE. 
22nd Edition. (London, 1935: Jordan & Sons. 
Price 15s. net.) 


THE SCIENTIFIC METHOD OF THINKING. By EDWARD 
ConzeE. (London, 1935: Chapman & Hall. Price 
5s. net.) 

















meeting 


general 


HE forty-seventh annual 
T of the Anglo-South American’ Bank, 
Limited, was held on October 23 at 
Southern House, Cannon Street, London, E.C. 
Bertram Hornsby, C.B.E. (the chairman), 


oil 


presided. 








The Secretary (Mr. Charles J. Shea) having 

read the notice convening the meeting and the 
rt » auditors, 

The Chairman, who was received with applause, 


said :—Ladies and gentlemen,—The report and 
unts have been in your hands for some days. 
Mav I take it that I have your permission to take 
them as read? (Agreed.) 
In the course of my remarks to you a year ago 
I a certain mild optimism re- 
carding the future. I have since found cause to 
regret having done so, for, considering the state 
of the world to-day, and in particular that of 
South and Central America, I can see but little to 
irage anybody who is prepared to look facts 


I permitted myself 


The war course between Italy and 
Abvssinia, even though it may be localized in so 
ictual fighting is concerned, cannot fail 
must add 
which all 


now in 





repercussions, and 
from 


serious 
rably to the 


ntries are suffering. 


TRADE AND 





malaise 


EXCHANGES 


Economic nationalism pursues its course with 
unabated vigour. Countries which have special- 
industry, such as our own, are busily 


in protecting agriculture, while the 
iral countries are no less assiduous in 


iblishing local 





industries designed to make 
els self-sufficing. 
The first results of these measures are to 
ish international trade and to make for 
d internal conditions in individual coun 

h whether this improvement will 
durable is another matter. So far as the 


s concerned it is neutralised by depreciated 





Inges a islation for the protection of 
rs at the expense of their creditors. I feel 
d to add that such argument as may exist for 


ind in the fall of prices 
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ANGLO-SOUTH AMERICAN BANK 
DIFFICULT CONDITIONS 


EFFECTS OF ECONOMIC NATIONALISM 


of primary commodities, to which reason must be 
added the fact that in the post-War years loans 
of every kind were granted too freely. 


CHILEAN RATE OF EXCHANGE 


As explained in the directors’ report, we hav: 
this year converted the figures of our business in 
Chile at the export draft rate of 118-25 pesos pei 
£ as against the rate of 49 pesos—the then official 
rate—last year. In the course of the current 
year a new official rate of 96 pesos per £ has been 
established, but we have preferred to adopt a 
rate which, though not thoroughly effective, has 
a certain basis of reality. Further, owing to con- 
tinued depreciation in the Brazilian exchangs 
since December 31, 1934, at which date the British 
Bank of South America made up its accounts, 
we have written off the sum of £100,000 from th« 
figure of {2,100,000 at which our shareholding in 
that bank previously stood. 

rhe result of these two changes, combined with 
adjustments of a minor degree, is that suspens: 
account — depreciation — of employed 
abroad—has been increased from £2,033,000 t 
£2,848,000. 

Judging from past experience it seems hardly 
likely that the present depreciated exchanges will 
recover to any substantial extent in anv near 
future. If this be so, the best which can bx 
hoped for is that bottom has now been reached. 


Capit | 


POSITION OF REAL PROPERTY 


There other matter connected with t! 
exchanges to which I must refer. 
to reveal that real property has not yet apy 
ciated in value in « with excha 
depreciation, as in theory it should have d 
It may be that in time th 
In the meantime we 


so far as it affects the 
} } 


is one 


Inquiry seems 


, 
rrespondence 





will justify itse] 
cannot disregard the fact 
vad, whether 
owned directly by the bank or tly through 
the Anglo-South American Real Property ( 
pany and the British Bank of South America 
Limited. 


premises abri 


indire 
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THE BALANCE - SHEET 


As regards other headings of the balance-sheet, 
comparison with last year’s figures is vitiated by 
the conversion of the Chilean figures at the de- 
preciated rate of exchange which I have already 
tnentioned. I may say, however, that whereas 
both deposits on the one side and advances on 
the other show apparent important decreases, 
the actual currency figures show a satisfactory 
increase. In the same way, an apparent decrease 
in our holding of cash of some £1,220,000 is 
really represented in currency by a decrease of 
about £140,000 only. The percentage of cash to 
deposits is at the satisfactory figure from a 
liquidity point of view of 26-76, as compared with 
29°84 the previous year, the fall being due to the 
combined effect of the small decrease of cash just 
referred to and of an actual increase of deposits. 
Similarly holdings in foreign banks—chiefly our 
shareholding in the Banco de A. Edwards y Cia., 
Chile—show an apparent decrease of £294,000, 
whereas in actual fact there is a small increase, 
due to our having been obliged to participate in 
the capital of the new Central Banks in the 
Argentine and in Salvador. 

PROFIT AND LOSS ACCOUNT 

[he meagre balance of the profit and loss 
account is a great disappointment, the more so 
as the provisional figures of the first half of the 
vear showed an improvement on those of the 
corresponding period of the year before. I am 
unable to put my finger on any one definite cause 
for the falling off. As I have stated on previous 
occasions, we are carrying a good many accounts 
mm which prudence demands we should not 
take interest to profit. In addition to this, 
several countries have fixed maximum rates of 
interest which are well below what we had been 
charging, and indeed well below what are the 
proper rates if the element of risk be allowed for. 
Exchange continues to be under official control 

most everywhere, and with this and the 
hrinkage of trade we are largely 
excluded from what was an important element of 

ing power. 
venses, allowing for different rates of con- 
i, show no real decrease for the first time 
several years. In this respect there comes a 
ime when the limit of the scope for economy is 
reached if the affairs of an institution are to be 
conducted with any expectation of recovery. The 
largest item of expenditure consists of salaries; 
we have effected reductions both in salaries them- 
lves and in the number of staff, and now we can 
do little more without detriment to the efficient 
g of the machine, 


overseas 


runnin 


THE NITRATE POSITION 

I informed you last year that the nitrate posi- 
tion had been dealt with by a legal enactment of 
the Chilean Government, and mentioned that on 
certain debts of the old Cosach interest had 
ceased to run as from June 30, 1934. This 
latter fact has necessitated an addition to the 
footnote to the balance-sheet setting out the 
bank’s liability—ranking after deposits, &c.—as 


guarantor of the assets taken over from us, That 


liability extends not only to the £7,500,000 of 
capital but also to interest thereon, and this has 
now been specifically stated. 

You will appreciate that failing adequate bank. 
ing profits, an added charge in respect of this 
interest may eventually be thrown on the bank’s 
capital, and this matter is at present the object 
of serious examination. No payments in relief of 
the bank’s guarantee have as yet been made on 
account of old debts either by the Cia. Salitrera 
de Tarapaca y Antofagasta or by the Lautaro 
Nitrate Company. 


THE ATTACK ON SANTA CRUZ BRANCH 


The directors’ report mentions the closing of 
three branches, which had for some time been 
unprofitable—Santa Cruz, Pergamino, and Carta- 
gena—and also the attack by armed men at the 
first-named place in which two members of our 
staff, Messrs. Henderson and Sutherland, were 
murdered in circumstances of great brutality. [ 
take this opportunity of publicly oftering to the 
parents of these two promising young officials 
the assurance of our deepest sympathy. (Hear, 
hear.) Mr. McQuibban, the manager of the 
branch, and his wife were both seriously injured 
but have happily made a good recovery. In 
this instance also I should like to testify that 
Mr. McQuibban acted with great courage and 
with a whole-hearted devotion to duty. 

THE DIRECTORATE 

You will have noticed that Don Agustin 
Edwards has retired from the board. I should 
like to mention that Don Agustin placed his 
resignation in my hands some considerable time 
ago and it was only at my express request that 
he deferred making it effective until the end of 
last year, when it became quite certain that he 
was not likely to be resident in this country 
as a private individual. 

We have also to record the death of Mr. R. J. 
Hose, whose connexion with the bank extended 
over 40 years. Mr. Hose was probably better 
known to most of you than he was to me. All 
I can say is that in the somewhat difficult 
circumstances of the last four years Mr. Hose 
did all he could to facilitate my task, and I am 
happy to be able to pay that tribute to his 
memory. 

I will now move the resolution for the adoption 
of the report, and, after it has been seconded 
by Mr. Goudge, I shall be glad to answer any 
questions which shareholders may desire to put. 

The resolution is: ‘* That the directors’ report 
and statement of accounts as at 30th June, 1935 
and now submitted to this meeting, be received 
and adopted.” 

Mr. J. A. Goudge, C.B.E. (the deputy-chair- 
man), seconded the motion, and, the chairman 
having replied to questions, it was put to the 
meeting and carried unanimously. 

The retiring directors, Baron Emile B. 
d’Erlanger and Mr. J. A. Goudge, C.B.E., and 
the auditors, Messrs. Price Waterhouse and Co., 
having been re-elected, votes of thanks to the 
chairman, directors and staff at home and abroad 
closed the meeting. 
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Some Scottish Banks 
By Professor C. H. Reilly 


NCE more I have before me a number of photo- 

graphs of Scottish banks. The buildings shown 

belong to four different banks, the Royal Bank 
of Scotland, the Commercial Bank of Scotland, the 
Bank of Scotland and the British Linen Bank. 

Let us begin with the Royal Bank. It has only 
submitted two small branches, and of those one is shown 
in a perspective sketch. This is of the Musselburgh 
branch by Messrs. Dick, Peddie & Walker Todd. The 
sketch shows the bank as a single storey, rather monu- 
mental structure on a pleasant wide street, standing 
isolated from its neighbours in a largish garden. It 
must, one imagines, be a suburban branch to be built 
on the site of a fair-sized suburban house. In order to 
widen the pavement in front of their little building and 
having plenty of land at their disposal the architects 
have very wisely set the building back, and to increase its 
apparent size they have kept the garden walls in rough 
rubble stonework low, considerably lower probably 
than they were when a house occupied the site. These 
walls are curved back to the building by little quadrant 
walls lower still. The building itself is in freestone and 
though only of a single storey consists of a central raised 
block containing the entrance door and a couple of 
windows and two lower wings, each with a window to 
their front and several side ones. The main block has a 
rather heavy cornice with a solid balustrade over it set 
back in a curve in the centre to take a coat of arms, the 
whole echoing the three courses of heavily grooved plinth 
on which the little building stands. The two wings have 
this plinth too, but in them the cornice has been reduced 
to a band. The long vertical windows have a sensible 
plain stone raising round them but the main door is rather 
heavily elaborated with projecting cornice, panelled and 
stepped architrave all set with a sinking to the flat 
stone lintel to which there is a heavy keystone. Apart 
from the illogicality of the last detail the whole building, 
though satisfactory in its composition and general 
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proportions, is a little over elaborated one would think 
for its work and position. It looks as if it were an 
entrance lodge to the suburban villa of some Victorian 
banker rather than a bank building for real work put up 
in the twentieth century. It has indeed that tophatted 
appearance which I noticed before in a building by this 
firm of architects, the important South Bridge branch of 
the British Linen Bank in Edinburgh. At any rate, 
one may say this firm is consistent in its work, a quality 
in their case coming from inherent character. Their 
little Grange branch consisting merely of a front framing, 
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Sochiterks Messrs. Dick, Peddie & Walker Todd 
THE ROYAL BANK OF SCOTLAND, GRANGE BRANCH, EDINBURGH 


some Greek Doric columns is a scholarly and well-detailed 
piece of work without any over elaboration once one 
admits the Greek column motrf. 

The Commercial Bank of Scotland has sent several 
branches, but one, the Bothwell Street branch, Glasgow, 
is so much the most important that I am giving all the 
space I can spare to it. This bank, on a fine corner site, 
has been designed by Mr. James Miller, who built the West 
George Street branch of the same bank which I commented 
on and praised some time back. In that case I said the 
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THE BANK OF SCOTLAND, BRANCH AT SAUCHIEHALL STREET, GLASGOW 
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building represented a stage in the passing of the classical 
forms. Indeed, the columns then were reduced to such 
thin pilasters that they looked like ghosts. Here, the 
two columns marking the main entrance are solid enough 
and are fluted and fully developed in themselves, but the 
rest of the building is reduced to a plainness which seems 
to make them toys or symbols with little relation to the 


THE BANK OF SCOTLAND, BRANCH AT RENFIELD 
STREET, GLASGOW 


structure as a whole. Indeed, so clean and polished and 
with such thin elegant detail, where detail appears at all, 
is the building that one feels instinctively one would like 
to remove these columns, fine as they are in themselves, 
and introduce plain piers like those between the windows 
on the flank in their place. If the columns could 
then be set up outside the building, as are the two in 
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front of the new headquarters of the Royal Institute of 
British Architects as monumental objects, they would 
not only serve as a banking symbol, such as Corinthian 
columns have almost become to-day, but make a fine 
foil to the structure behind them. Apart from these 
rather incongruous columns one must admit that this is a 
beautiful building with most elegant detail very con- 
sistently carried out. Of all the Scottish banks I have 
seen either in photogr iphs or in reality it reflects most 
clearly the modern desire for simplicity and restr aint 
though it is not of course in the technical sense a “‘modern”’ 
building. Nevertheless, it seems to push back all the 
other recent Scottish banks into that pompous era of bank 
building which preceded the war. Here is modesty and 
elegance and strength combined. If this building reflects 
a corresponding austerity and refinement in their “business 
methods, as it must, I suppose, or the directors would not 
have agreed to it, it is the best advertisement of banking 
north of the Tweed I have yet seen. The interior of 
the banking hall, lit through tall windows down one 
side and by the big ones behind the entrance columns, 
does not in my opinion quite live up to the exterior, but is 
pleasingly free from unnecessary and ingratiating orna- 
ment. What London bank would be content with such 
plain walls and such simple ceiling beams or which, 
though this is in a different category, would give up so 
large a proportion of its floor space to the public ? 

Of the Bank of Scotland’s examples, I select two tall 
buildings on corner sites in Glasgow, though in the 
absence of plans, and in this case of interior views also, 
one can only give very general impressions. The Sauchie- 
hall Street branch by Messrs. John Keppie and 
Henderson, is a building with a good deal of the charm 
of a Florentine renaissance palace combined with certain 
American proportions and ideas. The building is divided 
in height into two main storeys. The lower, plain, 
with two tiers of windows, one tall and arched and 
the other small and rectangular, contains, one imagines, 
the banking hall. The upper storey with windows 
framed in steel set back behind piers is far richer and 
contains probably offices to rent. This storey is crowned 
by a rich cornice, the lower by an enriched band. The 
contrast between these storeys is very effective, the 
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lower one with its stretches of plain stonework making 
a fine base to the elaborate one above. The whole 
scheme of course is romantic and sentimental but that is 
what one expects in Scotland. These characteristics are 
deep in its people, much as they may deny it, and are the 
reason why it will be the last country to adopt modern 
functional architecture. Where else to-day would one 
find, for instance, two figures of what look like saints in 
niches high up over a bank entrance ? 

The other building, the Renfield Street branch, though 





17 ‘ ) [ Mr. ihecaaais Cullen 
THE BRITISH LINEN BANK, HAMILTON BRANCH 


large and tall is thoroughly commonplace. It would 
admirably suit Cromwell Road, South Kensington. One 
imagines it is a block of flats such as was being built 
twenty years ago in the South with a depressed looking 
branch bank on the ground floor. 

Finally we must have one example at least of the 

3ritish Linen Bank. I choose the Hamilton branch 
by Mr. Alexander Cullen. This is again a suburban 
one-storey branch with plenty of space round it. The 
general air of the building with the long lines of its 
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lightly grooved stonework and its simple cornice is 
pleasant. One feels as one did of the Bothwell Street 
branch that the architect is sensitive to the trend of post- 
war feeling and the new modesty we all try to exhibit. 
The proportions of his windows and their division bars, 
one vertical and the other horizontal in emphasis, do not 
seem to me very happy, nor the way in which the main 
group of three windows cuts into his main facade, but 
there is, nevertheless an air of restraint and refinement 
about the building which is as refreshing as it is rare in 
bank architecture. 


British Strong-room Door for a 
Foreign Bank 


HERE was exhibited on October 17 at the Old 
Ford Works of Messrs. John Tann, Ltd., bankers’ 
engineers, of Newgate Street, London, a large 
strong-room door, the finest which has yet been made, 
destined for the head office of an important continental 
bank. The door, which is circular, is 8 feet in diameter 
and 3 feet thick. It is made of “ Tannsteel,”’ a new alloy- 
steel, and exhaustive tests were carried out to prove its 
impregnability. The door is to form the main entrance 
into a large system of Treasuries and strong-rooms. 
This sage peau includes seventeen ‘‘ Tannsteel’’ doors, 
mostly of a new type, the construc tion of which has been 
made bok by the invention of ‘‘ Tannsteel,” which not 
only gives a complete security never before attained, 
but also possesses the great structural strength which 
enables the whole door to be constructed of a solid 
casting of this high-grade stainless alloy-steel, ground to 
an accurate fit with the frame. Although this steel has a 
higher melting-point than anything yet produced, it 
would not of itself withstand indefinitely the powerful 
blowpipes now obtainable, but for the fact that it has a 
— property by which the action of the blowpipe 
gradually produces a protective layer over it. This effect 
is increased by coating the steel with copper by a patented 
process which preve nts the removal of the copper from 
the steel. <A slab of ‘‘ Tannsteel’’ coated by this process 
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being siesta to the ordinary blowpipes, it was 
subjected to the oxygen lance without impression, 
whereas a 7-inch thick slab of battleship armourplate was 
pierced in a few seconds. 

The first photograph shows the front of the main door, 





EXTERIOR VIEW OF THE NEW STRONG-ROOM DOOR 


which is opened by two keys of great le ngth, but only the 
key-ends need be carried in the custodian’s pocket—the 
key-shafts being secreted elsewhere and screwed on to the 
key-ends when required. In addition to the ordinary 
locks there are combination and time locks. 
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There is a special device known as “ an insurrection 


protector "’; a handle which when turned, automatically 


locks the whole mechanism. After this handle has been 
turned the only way to open the door is to obtain a 
special key which can, if necessary, be kept hundreds of 
miles away in another strong-room, so that in the event 


of revolutionaries seizing the bank, all that is necessary 


to safeguard the contents is to turn the handle which 
secures the mechanism until the vital key is returned. 


\ VIEW OF THE STRONG-ROOM DOOR WHEN OPEN 


The second photograph shows the back of the door, 
and in the centre will be seen the time lock, which is 
represented by four clocks, any one of which it may. be 
decided to set at the time for the next opening of the 
door. Precisely at that time and at no other can the keys 
be used and the door opened. In this photograph also 
will be seen the twenty bolts which are driven home by 
the large wheel seen in the first photograph. . 
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